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INTRODUCTION 


There are two types of depletion allowances which 
members of the oil industry may utilize. The first 
method is percentage depletion which grants an allow- 
ance consisting of 27% per cent of the gross income from 
oil properties but which also limits the deduction to 50 
per cent of a taxable income from such properties. The 
other method permits a deduction based on the cost of 
the property. 

For many years there has been a great amount of criti- 
cism of the depletion deduction afforded the oil industry. 
Almost all of this criticism has been specifically directed 
at the percentage depletion allowance. Opponents 
of the percentage depletion allowance refer to it as 
a “tax loophole” which permits the oil industry to reap 
far greater profits than any other industry in the country. 
It has been contended that through the percentage deple- 
tion allowance, which allowance is made irrespective of 
cost, a taxpayer is able to recover many times the cost of 
the property involved. The opponents have proposed 
that the allowance should be limited to the taxpayer’s 
actual investment in the oil property; that is to say, the 
taxpayer should be permitted to take advantage of the 
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cost depletion allowance which is available to him today, 
but should not have the right to use percentage depletion. 

On the other hand, the proponents of the percentage 
depletion allowance contend that such allowance is neces- 
sary because exploration and development of oil are so 
costly and risky that substantial incentives must be pro- 
vided to attract new explorers and additional capital. 
Those in favor of such an allowance state that as a result 
thereof more than double the amount of the estimated 
loss to the Treasury in taxes is invested in the industry in 
additional capital, and that because of such fact, thus far, 
percentage depletion has permitted the industry to meet 
the increasing needs of the nation. In addition, it is con- 
tended that marginal producers such as “strippers,” small 
operators and small “wildcatters” would be forced out 
of business if the depletion allowance were lessened or 
eliminated and that the end product of the lessening or 
the doing away with the percentage depletion allowance 
would be the higher pricing of oil and its derivative 
products. 

The purpose of this article is to briefly explain the 
depletion allowance afforded the oil industry. 


WHAT Is DEPLETION ?* 


Oftentimes, depletion granted to the owner of a min- 
eral property has been likened to depreciation granted 
to the owner of a depreciable asset. The tax law provides 
that a manufacturer may recover the cost of his invest- 
ment in a plant or other business property over a period 
of years by means of deductions over the period of the 
useful life of the asset. In a like manner, the owner of a 
wasting asset, of which oil is one, may recover the cost of 


1 Author's Note: Unless otherwise specified citations to the Internal Revenue 
Code refer to the Internal Revenue Code of 1954, enacted on August 16, 1954. 
Since regulations dealing with the provisions the Revenue Act of 1954 have 
not as yet been issued, citations to income tax regulations refer to United States 
Treasury Regulations 118 (1953), which apply to the Internal Revenue Code 
of 1939, as amended. 
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his investment in the wasting asset. That is to say, a 
person who purchases an oil field must face the fact that 
sooner or later all the oil will be extracted and thus the 
property will at some time be worthless from the view- 
point of extracting oil. 

The advantages of depletion accrue not only to the 
owners of interests in oil, but also to other owners of 
interests in mines, gas wells, other natural deposits and 
timber. Specifically, depletion has been extended to 
gas and such non-metallic substances as abrasives, asbes- 
tos, asphaltum, barite, bauxite, bentonite, beryl, borax, 
building stone, cement rock, china clay, clay, crushed 
stone, feldspar, fluorspar, fuller’s earth, gilsonite, graph- 
ite, gravel, gypsum, lepidolite, limestone, magnesite, 
marl, mica, mineral pigments, peat, potash, precious 
stones, pyrophyllite, refractories, rock phosphate, salt, 
sand, silica, slate, soapstone, soda, spodumene, sulfur, 
talc, thenardite, trona, and vermiculite.’ 

In Helvering v. Bankline Oil Co.,* the Supreme Court 
of the United States recognized that the depletion allow- 
ance was permitted in order to compensate the owner of 
mineral deposits for the exhaustion of the mineral de- 
posits during production. In that case the Court stated, 
inter alia, as follows: 

. [The deduction] is permitted in recognition of the fact that 
the mineral deposits are wasting assets and is intended as com- 


pensation to the owner for the part used up in production. United 
States v. Ludey, 274 U. S. 295, 302.... 


The Supreme Court of the United States also recog- 
nized this principle in Anderson v. Helvering,’ and 
stated therein in part as follows: 


Oil and gas reserves like other minerals in place, are recognized 
as wasting assets. The production of oil and gas, like the mining 
of ore, is treated as an income-producing operation, not as a 


2Int. Rev. Cong § 611. 

3U.S. Treas. Reg. erent 1(d) (4) (1953). 
4 303 U.S. 362, 366 (1938). 

5 310 U.S. 404, 407 (1940). | 
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conversion of capital investment as upon a sale, and is said to 
resemble a manufacturing business carried on by the use of the 
soil... . The depletion effected by production is likened to the 
depreciation of machinery or the using up of raw materials in 
manufacturing. . . . [Emphasis added. ] 


HISTORY 


The depletion allowance is not something new to the 
tax law. The Act of October 3, 1913, set forth the first 
depletion allowance.° Such allowance was limited to 5 
per centum of the gross value of the output each year. 
The first important depletion provision appeared in 
the Revenue Act of 1916. That statute limited the allow- 
ance to the actual capital cost. This type of depletion is 
known as “cost depletion,” and is permitted by the law 
today. The statute provided in part: 
. .. [W]hen the allowances authorized . . . shall equal the cap- 
ital originally invested, or in case of purchase made prior to 
March first, nineteen hundred and thirteen, the fair market value 
as of that date, no further allowance shall be made... .7 
The next significant change was the advent of “discov- 
ery depletion” which occurred in the Revenue Act of 
1918. This type of depletion permitted the taxpayer to 
recover, in lieu of the cost of the mineral deposit, the 
actual fair market value of the deposit at the time it was 
discovered, or within 30 days thereafter. The Revenue 
Act of 1918 provided in part as follows: 
. . . In the case of mines, oil and gas wells, discovered by the 
taxpayer, on or after March 1, 1913, . . . where the fair market 
value of the property is materially disproportionate to the cost, 
the depletion allowance shall be based upon the fair market value 
of the property at the date of the discovery, or within thirty 
days thereafter. . . .® 

The above allowance was not permitted unless the fair 

market value was materially disproportionate to cost. 

However, in order to determine whether fair market 


6 TarirF Act of 1913, §2, 38 Strat. 172 (1913). 
7 RevenveE Act of 1916, §§ 5 and 12(b), 39 Strat. 759 and 769 (1916). 
1078 C1918) Act of 1918, §§ 214(a) (10) and 234(a) (9), 40 Srar. 1068 and 





DEPLETION ALLOWANCE OF THE OIL INDUSTRY 5 


value was materially disproportionate to cost, all expenses 
and costs, including exploration costs, had to be added to 
the purchase price. This allowance provided a signifi- 
cant benefit to the taxpayer in that he was permitted to 
compute depletion on the basis of fair market value or 
cost, whichever was higher. As a practical fact, the 
market value would almost always be higher than cost 
because the discovery of the oil on property is usually 
made after the property has been purchased or leased. 
Naturally, by far the greatest value of such property is 
attributable to the fact that it contains oil or other min- 
erals. 

Even as early as 1921 there was antagonism to the bene- 
fits which were allowed the taxpayers by the depletion 
deduction. As a result thereof, the Revenue Act of 1921 
set forth a limitation to the discovery depletion allow- 
ance which provided that the depletion should be lim- 
ited to the net income from the particular oil property.’ 
Additionally, the Revenue Act of 1924 provided that 
depletion allowance based on discovery value should not 
exceed 50 per centum of the net income from the prop- 
erty, except that in no case should it be less than it would 
have been if computed without reference to discovery 
value.” 

The most significant benefit by way of depletion allow- 
ance which was given the owners of interests in oil and 
gas was the controversial “percentage depletion” which 
was enacted into law in the Revenue Act of 1926.* The 
legislative history shows that this provision was enacted 
into law to eliminate the determining of various un- 
knowns which existed in the prior laws, such as fair 
market value. This new provision permitted a depletion 
of 27% per cent of the gross income of oil property. The 


®ReveNnvuE Act of 1921, §§214(a) (10) and 234(a) (9), 42 Srar. 241 and 
256 (1921). 


10 REVENUE Act of 1924, § 204(c), 43 Srat. 260 (1924). 
11 REVENUE Act of 1926, §204(c) (2), 44 Srat. 16 (1926). 
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27% per cent of gross income figure was limited by a 
requirement that the depletion allowance should not ex- 
ceed 50 per cent of the net income. The provision of 
the law in the Revenue Act of 1926, which granted the 
271% per cent allowance, also took away the right of 
“discovery depletion” with respect to oil properties. 
However, it can be seen that by means of “percentage 
depletion” it was possible for the taxpayer to obtain an 
even greater deduction than by means of discovery value 
depletion. 

“Percentage depletion” was designed to do away with 
the difficulties of discovery and cost depletion. The Su- 
preme Court of the United States, in Anderson v. Helver- 
ing, supra, recognized that “percentage depletion” was 
enacted as a legislative grace for the purpose of conven- 
ience. In that case the Court stated in part as follows: 


. The deduction is therefore permitted as an act of grace and 
is intended as compensation for the capital assets consumed in 
the production of income through the severance of the minerals. 

. The granting of an arbitrary deduction, in the interests of 
convenience, of a percentage of the gross income derived from 
the severance of oil and gas, merely emphasizes the underlying 
theory of the allowance as a tax-free return of the capital con- 
sumed in the production of gross income through severance. 

. 2? [Emphasis added. ] 


In Helvering v. Bankline Oil Company, supra, the 


Supreme Court of the United States, in considering this 
point, stated in part as folows: 


. The granting of an arbitrary deduction, in the case of oil 
and gas wells, of a percentage of gross income was in the interest 
of convenience and in no way altered the fundamental theory 
of the allowance. . . .1* [Emphasis added.] 


It has often been contended that the percentage deple- 
tion allowance did not result in simplicity because, as 
will be understood later, the percentage depletion allow- 
ance brought about many other difficulties which were 
not present in cost depletion. 


12 310 U.S. 404, 408 (1940). 
18 303 U.S. 362, 367 (1938). 





DEPLETION ALLOWANCE OF THE OIL INDUSTRY 


PRESENT LAW 


The present law affecting the depletion allowance of 
oil properties is set forth in Sections 611 through 614 of 
the Internal Revenue Code of 1954. This Act made only 
two substantive changes in the prior law (Sections 23 
(m) and 114 (b) of the Internal Revenue Code of 1939, 
as amended) dealing with the depletion of oil properties. 
The first change is set forth in Section 611 (b) (4) and 
deals with the apportionment of the depletion deduction 
between an estate and its beneficiaries. The second 
is set forth in Section 614 and deals with the definition 
of the term “property” and the election to aggregate sepa- 
rate interests. These sections will be dealt with in detail 
later in this article. 

The income tax regulations dealing with the deple- 
tion provisions of the Internal Revenue Code of 1954, 
which are expected to be issued early in 1955, probably 
will be quite similar to the present Regulations (Regu- 
lations 118), with the exception of those parts dealing 
with the substantive changes in the Jaw set forth in Sec- 
tions 611 (b) (4) and 614 of the Internal Revenue Code 
of 1954 hereinbefore referred to. 


TYPES OF DEPLETION 


General 


The present law permits a depletion allowance ascer- 
tained by the use of the higher of two methods of deter- 
mining depletion—cost depletion or percentage deple- 
tion. 

Section 613(a) of the Internal Revenue Code of 1954, 
which represents no substantive change from prior law, 
reads in part as follows: 


. . . Such allowance [percentage depletion] shall not exceed 50 
percent of the taxpayer’s taxable income from the property (com- 
puted without allowance for depletion). In no case shall the 
allowance for depletion under section 611 be less than it would 
be if computed without reference to this section. 
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In other words, if a computation of the allowance by 
means of percentage depletion results in a lesser allow- 
ance than cost depletion would permit, the latter allow- 
ance must be utilized. 

In Producers Oil Corporation v. Commissioner of 
Internal Revenue,* the Board of Tax Appeals set forth 
the rule that even though percentage depletion is taken 
by the taxpayer, a computation by means of the cost 
depletion method must be made in order to determine 
which method results in the higher allowance. The 
court stated in part: 


From the stipulation it appears that the return contained the 
usual facts for computation by both methods and it also appears 
that the return shows that the unit method deduction would be 
lower than the percentage method. The stipulation contains all 
the facts and among them is a statement showing as to each 
property the figures in separate columns of gross sales, net in- 
come, unit depletion, 2714 percent of sales, 50 percent of in- 
come, and the allowable depletion resulting from the applicable 
method, being sometimes one and sometimes the other. This is 
because under the last clause of section 114(b)(3)** the allow- 
ance under the percentage method may in no case be less than 
under the unit method. To one using the percentage method a 
computation by the unit method is always necessary, for “in no 
case shall” the allowance be less than such a computation shows. 
This is mandatory. 

And it is important that it should be mandatory. Section 114 
is primarily one which prescribes the basis not only for deprecia- 
tion and depletion, but also for future determination of gain or 
loss from sale or other disposition. Thus the larger depletion 
serves to reduce the remaining basis and to increase a taxable 
gain or reduce a tax-reducing loss in the future. This taxpayer 
had adopted the percentage method, and the statutory require- 
ment prohibits a deduction under that method of less than a 
deduction based on cost. The computation is inevitable; and, 
even if there had been no stipulation and the entire proceeding 
had been tried at an open hearing with nothing said about cost 
depletion, a recomputation under Rule 50 would still have re- 
quired the comparison of the two methods of computation so that 
the decision should comply with the statute. Mountain Pro- 
ducers Corporation, 34 B. T. A. 409; affirmed on another point, 
303 U. S. 376; Transcalifornia Oil Co., Ltd., 37 B. T. A. 119, 
127; Cook Drilling Co., 38 B. T. A. 291, 297. Cf. John E. 
Zimmermann, 36 B. T. A. 618. And any evidence offered at the 


14 43 B.T.A. 9, 11 (1940), acq., 1941-1 Cum. Butt. 8. 
15 Int. Rev. Cope of 1939, §114(b) (3). 
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trial to show the unit cost depletion would be admissible and 
it would be error to exclude it. There would have been no 
variance, for both methods were always inherently necessary. Cf. 
United States v. Garbutt Oil Co., 302 U. S. 528. 


Cost Depletion 


Cost depletion, unlike percentage depletion, is based 
upon the taxpayer’s actual investment in the oil property. 
In order to determine the cost depletion allowance, the 
adjusted basis of the oil deposit (total unrecovered de- 
pletable cost) must first be ascertained. Section 612 of 
the Internal Revenue Code of 1954, which is similar to 
Section 114(b) (1) of the 1939 Code, provides that the 
manner in which the basis on which cost depletion is to 
be allowed with respect to any property shall be the 
adjusted basis provided in Section 1011 of the Internal 
Revenue Code of 1954 (dealing with the determination 
of the gain upon the sale or other disposition of prop- 
erty). After ascertaining the adjusted basis of the oil 
deposit, one must find the “depletion unit.” This amount 
is the adjusted basis of the oil deposit divided by the 
number of units (number of barrels) remaining as of the 
taxable year. “The numbereof units remaining as of the 
taxable year” is the number of units remaining at the 
end of the year to be recovered from the property (in- 
cluding units recovered but not sold) plus the number 
of units sold within the taxable year. The result is then 
multiplied by the number of units sold during the tax- 
able year to determine the depletion allowance.” 

A formula for determining cost depletion is: 

Adjusted basis x units sold = allowance for cost depletion 
nits remaining 

An example of computing cost depletion is set forth 
as follows: 


Assume an operator owns an oil and gas lease, for 
which he was paid $4,000,000. Assume also that the 


16 See U.S. Treas. Reg. 118, § 39.23(m)-2 (1953). 
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operator estimates recoverable oil reserves to be 400,000 
barrels, of which 20,000 barrels are sold in the first year. 
Four million dollars divided by 400,000 times 20,000 is 
$200,000, which equals the allowance for cost depletion. 

Another method of computing cost depletion which 
is often used is: 

Barrels sold during year _ Total unrecovered__ Allowance for 

Estimated recoverable ~* depletable cost © ~ cost depletion. 

reserves at beginning 

of the year 

If at any subsequent time it is determined that the 
remaining recoverable reserves are materially different 
from those indicated in the computation of cost deple- 
tion, a revised estimate of recoverable reserves should be 
made.” If the prior estimate of recoverable reserves 
was based on the best information obtainable at the time 
the estimate was made, the revision will not affect the 
years prior to that year in which the reason for the revi- 
sion occurred. For example, consider a situation where 
an estimate is made in 1945 of one million barrels of oil 
to be produced from a certain field. Consider also that 
in 1949, after drilling operasions had been begun, it was 
discovered that there were in fact another million bar- 
rels of oil in that same field. A revision with respect 
to the total recoverable barrels for each depletable prop- 
erty in that field must be made in 1949 but such revision 
would not affect the depletion allowances taken for the 
years 1945 through 1948. 

Another important factor is that the estimate must be 
based on the number of barrels which can be commer- 
cially produced or is required to be produced. Thus, 
if for some reason a portion of the oil will not be pro- 
duced (e.g., lack of market or excessive costs), that 
amount of oil should not be included in the estimate. 

If property is acquired prior to March 1, 1913, and 


17 Id. § 39.23(m)-9(b). 





DEPLETION ALLOWANCE OF THE OIL INDUSTRY 11 


the basis thereof is less than the fair market value of the 
property as of March 1, 1913, then the basis for deter- 
mining gain (and gain only) shall be the fair market 
value on March 1, 1913.** Consonant with that rule, 
the unadjusted basis for depletion of property acquired 
prior to March 1, 1913, is the greater of either its cost 
or its March 1, 1913 value.” 


Percentage Depletion 


Section 613 of the Internal Revenue Code reads in 
part as follows: 


(a) GENERAL RULE.—In the case of the mines, wells, and 
other natural deposits listed in subsection (b), the allowance 
for depletion under section 611 shall be the percentage, specified 
in subsection (b), of the gross income from the property exclud- 
ing from such gross income an amount equal to any rents or 
royalties paid or incurred by the taxpayer in respect of the prop- 
erty. Such allowance [percentage depletion] shall not exceed 
50 percent of the taxpayer’s taxable income from the property 
(computed without allowance for depletion). In no case shall 
the allowance for depletion under section 611 be less than it 
would be if computed without reference to this section.”° 

(b) PERCENTAGE DEPLETION RATES.—The mines, 
wells, and other natural deposits, and the percentages, referred 
to in subsection (a) are as follows: 


(1) 27% percent—oil and gas wells. 
1) oe 


See also Regulations 118, Section 39.23 (m) -4. 

It should be noted that the 27% per cent of gross 
income figure is limited in that the depletion may not 
exceed 50 per cent of the taxpayer’s taxable income from 
the property. Even though this limitation is imposed, 
as a general rule in the case of more valuable properties 
percentage depletion will result in much more favorable 
treatment to the taxpayer than cost depletion. Of course, 
if the lease payment is very costly or there is a high 
cost of operation, cost depletion rather than percentage 
depletion might very well result in the higher allowance. 

18 Int. Rev. Cope § 1053. 


19 Jd. §§ 612 and 1011. 
20 The source of this section is Section 114(b) (2)-4 of the 1939 Code. 
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Regulations 118, Section 39.23(m)-5(c) provides that 
the percentage depletion allowance and the cost deple- 
tion allowance may be computed without regard to any 
election previously made in respect of computation of 
the allowances. That is to say, cost depletion may be 
taken one year and percentage depletion may be taken 
the next. However, percentage depletion reduces the 
basis for cost depletion.” 


To WHOM Is DEPLETION ALLOWED? 


A taxpayer is permitted depletion if he has a capital 
interest (an economic interest) in the oil in place. De- 
spite implications given by several decisions, the right 
to depletion is not limited to one who has an investment 
in the property. For example, a lessee who has acquired 
a lease without cost is entitled to depletion. 

In the landmark case of Burton-Sutton Oil Co. v. 
Commissioner of Internal Revenue, the Supreme Court 
of the United States stated in part as follows: 


It seems generally accepted that it is the owner of a capital in- 
vestment or economic interest in the oil in place who is entitled 
to the depletion. . . .” 

It has been suggested that “economic interest” is not 
the sole test, but rather if the taxpayer has an enforce- 
able contractual right in the mineral deposit, he has a 
depletable interest. Perhaps if the criterion of an en- 
forceable contractual right had been used by all the 
courts, the pertinent rules involving the apportionment 
of depletion allowances would have been developed with 
a minimum of confusion. 

Without doubt the problem of determining whether 
Or not a person has an economic interest in the oil in 
place has caused more litigation than any other problem 
in the depletion field. Because of this fact, there is set 

21 This portion of the Regulations 118 also is unaffected by the Revenue Act 


of 1954. 
22 328 U.S. 25, 32 (1946). 
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forth below a fairly detailed consideration of the prob- 
lem. 

The right to a depletion allowance does not depend 
upon the nature of the legal estate held by the taxpayer; 
it depends upon whether or not the taxpayer is entitled 
to share in the oil or the proceeds therefrom produced 
from the properties involved. 

The usual business arrangement is for an oil company 
to lease property for the purpose of drilling thereon. 
The lessor retains a %4th interest in the oil produced. 
This interest is referred to as his “royalty.” It is quite 
clear that the lessor is entitled to depletion with respect 
to his 4th interest. Likewise, the lessee is entitled to 
depletion on the income derived from his 7th interest.” 
A sole owner and operator of an oil property clearly has 
an economic interest in the oil in place and is therefore 
granted a deduction from gross income as compensation 
for the consumption of his capital.” 

Prior to the Palmer v. Bender decision® the Commis- 
sioner of Internal Revenue had consistently refused to 
permit depletion to a lessee who assigned his interest in 
the lease to another and in consideration therefor re- 
ceived a percentage of the profits obtained by the assignee 
from the oil property. In that case the lessee assigned 
the interest in the property in consideration of, inter alia, 
the payment of a royalty of %th on all the oil produced 
and saved. The Supreme Court of the United States 
held that the assignor had an economic interest in the 
land. The Court stated in part as follows: 


. . . But this Court held that regardless of the technical owner- 
ship of the ore before severance, the taxpayer, by his lease, had 
acquired legal control of a valuable economic interest in the ore 
capable of realization as gross income by the exercise of his 
mining rights under the lease. . . . 


23Int. Rev. Cope §611(b)(1); Palmer v. Bender, 287 U.S. 551 (1933); 
Helvering v. Twin Bell Oil Syndicate, 293 U.S. 312 (1934); G.C.M. 11822, 
XII-1 Cum. Butt. 229 (1933). 

24 Burnet v. Harmel, 287 U.S. 103 (1932). 

25 287 U.S. 551 (1933). 
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. It is enough, if by virtue of the leasing transaction, he has 
retained a right to share in the oil produced. If so he has an 
economic interest in the oil, in place, which is depleted by pro- 
duction. Thus, we have recently held that the lessor is entitled 
to a depletion allowance on bonus and royalties, although by the 
local law ownership of the minerals, in Place, passed from the 
lessor upon the execution of the lease. . . 


This case thus stands for the proposition that a sub- 
lessee, or even one who is not technically a sub-lessee 
because he completely relinquished his lease, has an eco- 
nomic interest if there is retained a right to share in the 
oil produced. It is interesting to note that the above case 
also in effect holds that, assuming the presence of a 
legally enforceable contract, the question of whether or 
not a taxpayer has an economic interest is to be decided 
by application of the federal tax law and not state law.” 
The language of the depletion statute is broad enough 
_to provide for depletion in every case where the taxpayer 
has acquired by investment any interest in the oil in place 
and secures by any form of legal relationship income 
derived from the extraction of the oil to which he must 
look for a return of his capital. Thus, as stated before, 
it has been decided that a person who receives a royalty 
(a right to receive a specified percentage of all oil pro- 
duced or the profit therefrom during the term of the 
lease) has an economic interest.” Often property will 
be leased under a royalty arrangement to an individual 
who has no intention of producing oil because of lack 
of capital. This person, in turn, will lease the property 
to an operator, retaining an overriding royalty. An over- 
riding royalty is an economic interest.” A person hav- 
ing a minimum royalty (a royalty with a provision that 


26 Jd. at 557-558. 


us. - as --atmaacmaaag Oil Co. v. Commissioner of Internal Revenue, 328 


28 Palmer v. Bender, 287 U.S. 551 (1933); Murphy Oil Co. v. Burnet, 287 
U.S. 299 (1932). 


29 Gray v. Commissioner of Internal Revenue, 183 F.2d 329 (5th Cir. 1950). 
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the amounts paid during a year shall not be below a 
certain sum) also has an economic interest.” 

For many years the Commissioner of Internal Reve- 
nue refused to permit a depletion deduction where the 
payment realized by the lessor was based upon a per- 
centage of the net profits to be realized from the oil 
property during the life of the lease. The Commissioner 
claimed that the lessor retained no economic interest in 
the oil produced in that a sale of the oil properties had 
occurred. In Kirby Petroleum Company v. Commis- 
sioner of Internal Revenue,” the Supreme Court of the 
United States held that such net profit payments flowed 
directly from the taxpayer’s economic interest in the oil 
and partook of the quality of rent rather than a sales 
price. The Court concluded that the capital investment 
of the lessor was reduced by the extraction of the oil and 
that therefore the lessors should have depletion.” Al- 
though in actuality the Commissioner of Internal Reve- 
nue in recent years has been following the decision of 
the Kirby Petroleum Company case, supra, and the Bur- 
ton-Sutton Oil Company case, supra, the Regulations 
have not been amended to permit a depletion allowance 
where the payment is based on a percentage of the net 
income of the property. It is expected that the Regu- 
lations relating to the Internal Revenue Code of 1954 
will include a positive statement permitting such deple- 
tion deductions. 

In some cases the assignor of an interest in mineral 
contracts is entitled to receive a percentage of the 
assignee’s net profit for a fixed or determinable time 
less than the productive life of the property. This type 
of remuneration is referred to as an “oil payment.” 


80 McFaddin v. Commissioner of Internal Revenue, 2 T.C. 395 (1943), acq., 
1943 Cum. Butt. 16. 
81 326 U.S. 599 (1946). 
82 See also Burton-Sutton Oil Co. v. Commissioner of Internal Revenue, 328 
U.S. 25 (1946). 
2 
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Whether or not an oil payment is subject to the benefits 
of depletion also depends upon whether or not an eco- 
nomic interest is present. If the owner of the interest is 
to receive the payment as the oil is produced, an oil pay- 
ment results and depletion is permitted. However, if 
the person receiving the interest is to receive a payment 
whether or not the oil is produced, it has been decided 
that the owner thereof does not have an economic inter- 
est.” 

Oftentimes the lessor of oil properties is paid a bonus 
to enter into a lease. In Herring v. Commissioner of 
Internal Revenue,* the Supreme Court of the United 
States held that a bonus was depletable income. The 
Supreme Court stated that under the facts of the case the 
bonus was a payment in advance for oil and gas to be 
extracted and was therefore taxable income subject to 
depletion. Furthermore, it has been held that an option 
payment may constitute a bonus payment and thus be 
depletable income.” 

For many years the Internal Revenue Service denied 
depletion with respect to a bonus if no oil was being 
produced or if only a speculative prospect of future 
production existed. On the other hand, depletion was 
allowed if the property began production during the year 
the bonus was received, or if future production was prac- 
tically assured. The Supreme Court of the United States 
held in Herring v. Commissioner of Internal Revenue, 
supra, that to condition the allowance on actual produc- 
tion, however small, or on the probability of production, 
was incorrect, and permitted depletion on a bonus irre- 
spective of prospects of future production. 

Nevertheless, the courts in many cases have denied a 
depletion allowance. For example a mere processor of 


33 Roeser & Pendleton, Inc. v. Commissioner of Internal Revenue, 15 T.C. 
966 (1950), acq., 1951-2 Cum. Butt. 4, affirmed, 196 F. 2d 221 (10th Cir. 1952). 

34 293 U.S. 322 (1934). 

vl Westates Petroleum Co. v. Commissioner of Internal Revenue, 21 T.C. 35 
(1953). 
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oil being paid by a fixed sum has no interest in the oil 
in place, and therefore is not entitled to depletion. How- 
ever, if the processor receives under the agreement an 
economic interest in the oil in place, depletion is per- 
mitted.** If the transaction involved does not partake 
of a lease but rather constitutes a sale, no depletion will 
be permitted. Thus, if one sells his interest, he is not 
entitled to depletion thereon even if the payments are 
deferred.” However, the buyer of an interest in oil in 
place obtains depletion on the income therefrom.” More- 
over, if a taxpayer transfers to a corporation a depletable 
interest in return for stock of the corporation, no deple- 
tion is allowed the taxpayer.” Of course, the corpora- 
tion would be entitled to depletion on the income derived 
from the property since it has an economic interest 
therein.“ 

Delay rentals are in the nature of liquidated damages 
or penalties for failure to drill upon or to explore the 
properties. They are required for failing to extract the 
oil. Houston Farms Development Co. v. United States,” 
held that such rentals were not subject to depletion since 
they involved no depletion of oil reserve. 

As stated before, the legal estate held by the taxpayer 
is not important; rather, whether or not an economic 
interest is held is all-prevailing. However, assuming the 
presence of an economic interest, a life tenant may deduct 
depletion. See Section 611 (b) (2) of the Internal Reve- 
nue Code of 1954. In the case of trusts, the deduction 


36 Edward J. Hudson v. Commissioner of Internal Revenue, 11 T.C. 1042 
(1948), nonacq., 1949-1 Cum. Butt. 5, affirmed, 183 F.2d 180 (5th Cir. 1950) 

37 Helvering v. Elbe Oil Land Development Co., 303 U.S. 372 (1938) ; 
Bankers Mortgage Co. v. Commissioner of International Revenue, 141 F.2d 357 
(Sth Cir.), affirmed on rehearing, 142 F.2d 130 (5th Cir.), cert. denied, 323 
U.S. 727 (1944). ; 

38 Spalding v. United States, 97 F.2d 697 (9th Cir.), cert. denied, 305 U.S. 
644 (1938); Transcalifornia Oil Co. v. Commissioner of Internal Revenue, 
37 B.T.A. 119 (1938), acg., 1938-1 Cum. Butt. 31. 

89 Garber v. Commissioner of Internal Revenue, 11 B.T.A. 979 (1928), rev'd 
on other grounds, 50 F.2d 588 (9th Cir. 1931). 

40 Ruston v. Commissioner of Internal Revenue, 19 T.C. 284 (1952). 

41 131 F.2d 577 (5th Cir. 1942), rehearing denied, 132 F.2d 861 (1943). 
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will be apportioned between the income beneficiaries and 
the trustee in accordance with the provisions of the instru- 
ment creating the trust, or, absent such provisions, on the 
basis of the trust income allocable to each. See Section 
611(b) (3) of the Internal Revenue Code of 1954. 

The apportionment of depletion between lessor and 
lessee and between income beneficiaries and trustees was 
provided for in the Internal Revenue Code of 1939. 
However, that Code did not provide for the apportion- 
ment of depletion during the period of administration of 
an estate. Because of this omission, the courts held that 
even though income was distributed by an estate, the 
depletion allowance was available only to the estate and 
did not follow the income to the heirs, legatees or devi- 
sees.” Congress by enacting into the law Section 
611(b) (4) of the Internal Revenue Code of 1954 cor- 
rected this situation. That section specifically provides 
for an apportionment of the depletion allowance between 
the estate and the heirs, legatees and devisees according 
to the income of the estate allowable to each. 

Thus it is clear that a great deal of confusion existed, 
at least at one time, as to what constituted an economic 
interest. Certainly it can be said that the resulting great 
amount of litigation has made it fairly clear as to which 
usual types of conveyances transfer economic interests. 
Nevertheless, there are still many controversies involving 
the problem of whether or not an economic interest is 
present. These controversies arise largely out of the 


technicalities and the originality of the instruments of 
transfer. 


Gross INCOME 


As stated before, Section 613 of the Internal Revenue 
Code of 1954 permits an allowance for depletion of 2714 
per centum of the gross income from the property, ex- 


42 Snead v. Commissioner of Internal Revenue, 22 T.C.M. 649 (1953). 
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cluding from such gross income an amount equal to any 
rents or royalties paid or incurred by the taxpayer in 
respect to the property. It thus becomes important to 
determine what constitutes gross income from the prop- 
erty, in order to ascertain the amount of depletion to 
be allowed. 

It has been held that the term “gross income from the 
property” is synonymous with the amount to be included 
in the taxpayer’s gross income under Section 22 of the 
Internal Revenue Code of 1939 (Section 61 of the 
Internal Revenue Code of 1954). The Board of Tax 
Appeals in McLean v. Commissioner of Internal Reve- 
nue, stated in part as follows: 

... The term “gross income from the property” means the 
gross income from the property received by the particular tax- 
payer claiming a deduction for depletion and is synonymous with 


the amount to be included in the taxpayer’s gross income under 
section 22.48 


If two individuals have interests in the same oil prop- 


erty, each individual’s depletion is limited to the extent 
of his interest. For example, if 4 leases property to B 
in return for a %th royalty interest, 4 is entitled to deple- 
tion with respect to his 4th interest and B is entitled to 
depletion with respect to his remaining 7th interest only. 
That is to say, B must exclude from his income derived 
from the oil property the royalty paid to 4 and is per- 
mitted to take depletion on the remainder only. Thus, 
depletion is equitably divided between the lessor and the 
lessee. See Section 611(b)(1) of the Revenue Code of 
1954. 

The payment of a share of the net profits from oil by 
an operator to the owner of the land, assuming that the 
owner retains an economic interest, is considered to be 
a rent or royalty and taxable to the land owner as income 
from oil property. Thus, the owner may take depletion 


4341 B.T.A. 565, 575 (1940), affirmed, 120 F.2d 942 (Sth Cir.), cert. denied, 
314 U.S. 670 (1941). 
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with respect to the payment, whereas the lessee may not 
do so. If the lessee makes a bonus payment in addition 
to a regular royalty to the lessor, the lessor shall include 
that amount in addition to the regular royalty in his 
income and may take depletion on these amounts. To 
arrive at the lessee’s depletable gross income, for percent- 
age depletion purposes, the income of the lessor must be 
partially excluded. Since the bonus is depletable by the 
lessor as a partial return of his investment through pro- 
duction, the lessee cannot claim depletion on the same 
amount or there would be excessive depletion. The 
fraction of the bonus to be excluded is computed by 
determining the ratio of the production for the year to 
total reserves. That is to say, the amount which is allo- 
cable to the product sold during the taxable year must 
be excluded from the lessee’s depletable income. 

In like manner, an operator who grants an oil payment 
must exclude from his depletable income the amount of 
the oil payment. Of course, the owner of the oil pay- 
ment is taxable upon the income received, and the income 
is subject to depletion. 

Since delay rentals are not gross income but rather 
liquidated damages, they are not subject to depletion. 
Therefore, the lessor is not permitted to take depletion 
on delay rentals received. The lessee, on the other hand, 
may deduct the delay rentals as an expense on the theory 
that they are not for the purpose of increasing the value 
of the lease. Under the provisions of Section 266 of the 
Internal Revenue Code (Section 24(a) (7) of the 1939 
Code), the lessee, for years beginning after December 
31, 1941, may elect to capitalize the carrying charges 
on property of which a delay rental is one.“ 

Of particular interest is the problem of what value to 
attribute to the oil produced. This portion of the law 
is also unchanged by the enactment of the Internal Reve- 


44 See also G.C.M. 11197, XII-1 Cum. Butt. 238 (1933). 
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nue Code of 1954. Treasury Regulations 118, Section 

39.23(m)-1(e) (1) states: 
In the case of oil and gas wells, “gross income from the prop- 
erty,” as used in section 114(b)(3), means the amount for 
which the taxpayer sells the oil and gas in the immediate vicinity 
of the well. If the oil and gas are not sold on the property but 
are manufactured or converted into a refined product prior to 
sale, or are transported from the property prior to sale, the gross 
income from the property shall be assumed to be equivalent to 


the representative market or field price (as of the date of sale) 
of the oil and gas before conversion or transportation. 


Thus, gross income is limited to the amount for which 
the taxpayer sells the oil at the well. If the property is 
not sold at that location but is transported to another 
place for refining, gross income will be limited to the 
fair market value at the well. Likewise, if the oil is 
transported prior to sale, the well price must be util- 
ized, thus requiring the sale price to be reduced by the 
amount of the transportation charges. 


LIMITATION OF 50 PER CENT OF NET INCOME 
As is set forth in Section 613(a) of the Internal Reve- 
nue Code of 1954, the percentage depletion allowance: 


. . [S]hall not exceed 50 percent of the taxpayer’s taxable in- 


come from the property (computed without allowance for de- 
pletion). ... 


Section 114(b) (3) of the Internal Revenue Code of 
1939 limited the allowance to 50 per centum of the net 
income of the taxpayer. However, both the House and 
Senate Reports dealing with the Internal Revenue Code 
of 1954 clearly state that the term “taxable income from 
the property” means the same as “net income from the 
property” in Section 114(b) (3) of the 1939 Code.“ 

In order to determine the net income from an oil prop- 
erty, it is necessary that the income from the property 


45 H.R. Rep. No. 1337, 83d Cong., 2d Sess. 184 (1954) and Sen. Rep. No. 
1662, 83d Cong., 2d Sess. 330 (1954). 





22 THE GEORGE WASHINGTON LAW REVIEW 


be reduced by development expenses deducted in 
computing taxable net income. Costs of exploiting the 
oil, if properly deductible in computing net income, are 
also deductible to determine the net income limitation 
on percentage depletion. Where costs are properly cap- 
italized and later a loss results from the sale of the capi- 
talized property, if such loss would be taken in comput- 
ing income, it must also be taken in determining the net 
income limitation. Normal expenses plus intangible 
drilling costs which have been charged to expense must 
be deducted in determining net income for the purposes 
of the 50 per cent limitation. 

General or overhead expenses present a problem. In 
the first place, they must be allocated between producing 
and non-producing activities. That is to say, if an indi- 
vidual is engaged in an activity other than one which 
permits depletion, general expenses must be apportioned 
between the activities. 

In addition, the net income from the property must 
be separately computed for each economic interest held 
by the taxpayer. Deductible items directly attributable 
to a specific interest are deductible only in computing 
the net income from that interest. Overhead or general 
items of deduction must be allocated between the various 
properties. With respect to these points, Treasury Regu- 
lations 118, Section 39.23(m)-1(g) states as follows: 

. . . Deductions not directly attributable to particular properties 
or processes shall be fairly allocated. To illustrate: In cases 
where the taxpayer engages in activities in addition to mineral 
extraction and to the processes listed in paragraph (f) of this 
section, deductions for depreciation, taxes, general expenses, and 
overhead, which cannot be directly attributed to any specific 
activity, shall be fairly apportioned between (1) the mineral 
extraction and the processes listed in paragraph (a) of this sec- 
tion and (2) the additional activities, taking into account the 
ratio which the operating expenses directly attributable to the 
mineral extraction and the processes listed in paragraph (f) of 
this section bear to the operating expenses directly attributable 


to the additional activities. If more than one mineral property 
is involved, the deductions apportioned to the mineral extraction 
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and the processes listed in paragraph (f) of this section shall, 
in turn, be fairly apportioned to the several properties, taking 
into account their relative production.*® 


DEFINITION OF “PROPERTY” 


Section 114(b) (3) of the Internal Revenue Code of 
1939 states in part as follows: 


In the case of oil and gas wells the allowance for depletion under 
section 23(m) shall be 2714 per centum of the gross income from 
the property during the taxable year. . . . Such allowance shall 
not exceed 50 per centum of the net income of the taxpayer 
(computed without allowance for depletion) from the prop- 
erty.... 


The importance of determining the property involved 
was due to the fact that Section 114(b) (3) limited the 
allowance to 50 per cent of the net income of the prop- 
erty. Thus, in order first to compute the 2714 per cent 
depletion allowance and then to subject the result there- 
from to the 50 per cent limitation, it was necessary to 
know what particular property was involved. However, 


the Internal Revenue Code of 1939 provided no defini- 
tion of the term “property” and therefore this term be- 
came a source of constant irritation to both the taxpayer 
and to the Government. 

In Herndon Drilling Company v. Commissioner of 
Internal Revenue, the Tax Court pointed out the impor- 
tance taxwise of determining what the “property” is. It 
stated in part as follows: 


It follows that, while the oil and/or gas produced from the en- 
tire leasehold estate is attributable proportionately to each of 
the two interests until the in-oil payment obligation shall be fully 
satisfied, the limitation of percentage depletion allowance to an 
amount not in excess of 50 percent of net income may occasion 
a less amount of percentage depletion allowance proportionately 
in respect of the fee ownership interest than in the case of the 
oil payment interest. It may conceivably result in no depletion 
allowance for the fee interest and 27% percent depletion al- 
lowance for the oil payment interest. It is obvious that deduc- 
tions for intangible drilling and development costs and for de- 
preciation applicable in respect of the income attributable to the 


46 See also G.C.M. 22956, 1941-2 Cum. Butt. 103. 
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fee ownership of the lease are not available against the income 
attributable to the oil payment interest. However, a holding 
that the two interests in question are one property for depletion 
purposes would necessitate the computation of allowable deple- 
tion in violation of such announced principle.** 


Rules to aid in determining what “property” consisted 
of were set forth by the Commissioner of Internal Reve- 
nue in G.C.M. 22106. These rules are: 


1. A taxpayer’s interest in each different tract or par- 
cel of land is a separate property. 

2. Not only do separate tracts or parcels of land exist 
when two areas or pieces of land are separated geographi- 
cally but a single tract or parcel of land may be divided 
into two or more separate tracts or parcels by means of 
executions of conveyances or leases carving up the orig- 
inal tract or parcel.” 

Thus, G.C.M. 22106 defined the term “property” as 
“each separate interest owned by the taxpayer in each 
separate tract or parcel of land.” G.C.M. 24094,” modi- 
fied G.C.M. 22106 to provide that a taxpayer’s interest 
in each separate mineral property on the same land is a 
separate property. Accordingly, G.C.M. 24094 held 
that when a taxpayer repurchased an oil payment previ- 
ously segregated by the taxpayer from its leasehold inter- 
est, it acquired a separate depletable economic interest 
which could not be combined or merged for tax purposes 
with other separate interests owned by the taxpayer.” 

As indicated above, the Internal Revenue Service has 
tried to set up fairly definite standards by which the 
properties involved can be determined. However, the 
courts in dealing with this question have given careful 


476 T.C. 628, 638 (1946), nonacq., 1946-2 Cum. Butt. 6. 
48 1941-1 Cum. Butt. 245. 


49 See also Berkshire Oil Co. v. Commissioner of Internal Revenue, 9 T.C. 
903 (1947), acq., 1948-1 Cum. Butt. 1. 


50 1944 Cum. Butt. 250. 
51 See also U.S. Treas. Reg. 118 § 39.23(m) (1) (i). 
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attention to the individual facts in each case.” In so 
doing, the courts have been impressed by the following 
three factors: 


1. Intention of the taxpayer. 
2. Consistent treatment or practice by the taxpayer. 
3. Practical purposes or consequences to the taxpayer. 


The quite different methods by which the courts and 
the Commissioner of Internal Revenue have determined 
the properties involved have led to a great deal of con- 
fusion. This confusion brought forth a strong need of 
a statutory definition of the term “property.” Cognizant 
of such a need, the Congress of the United States pro- 
vided such a definition in Section 614(a) of the Internal 
Revenue Code of 1954.°* 


52 Black Mountain Corporation y. Commissioner of Internal Revenue, 5 T.C. 
1117 (1945), nonacq., 1946-2 Cum. Butt. 6; Amherst Coal Co. v. Commissioner 
of Internal Revenue, 11 T.C. 209 (1948), monacg., 1949-1 Cum. Buti. 5; Gif- 
ford-Hill & Co., 11 T.C. 802 (1948), affirmed, 180 F.2d 655 (5th Cir. 1950). 

53 Sec. 614. DEFINITION OF PROPERTY 


(a) GENERAL RULE 
For the purpose of computing the depletion allowance in the case of mines, 
wells, and other natural deposits, the term “property” means each separate 
interest owned by the taxpayer in each mineral deposit in each separate tract 
or parcel of land. 


(b) SpectaL Rute As To OPERATING MINERAL INTERESTS 
(1) Election to Aggregate Separate Interests—If a taxpayer owns two or 
more separate operating mineral interests which constitute part or all of an 
operating unit, he may elect (for all purposes of this subtitle) — 


(A) to form one aggregation of, and to treat as one property, any two 
or more of such interests; and 

(B) to treat as a separate property each such interest which he does 
not elect to include within the aggregation referred to in subparagraph (A). 


For purposes of the preceding sentence, separate operating mineral interests 
which constitute part or all of an operating unit may be aggregated whether or 
not they are included in a single tract or parcel of land and whether or not 
they are included in contiguous tracts or parcels. A taxpayer may not elect 
to form more than one aggregation of operating mineral interests within any 
one operating unit. 

(2) Manner and Scope of Election—The election provided by paragraph (1) 
shall be made, for each operating mineral interest in accordance with regula- 
tions prescribed by the Secretary or his delegate, not later than the time pre- 
scribed by law for filing the return (including extensions thereof) for which- 
ever of the following taxable years is the later: The first taxable year begin- 
ning after December 31, 1953, or the first taxable year in which any expendi- 
ture for exploration, development, or operation in respect of the separate oper- 
ating mineral interest is made by the taxpayer after the acquisition of such 
interest. Such an election shall be binding upon the taxpayer for all subsequent 
taxable years, except that the Secretary or his delegate may consent to a differ- 
ent treatment of the interest with respect to which the election has been made. 
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The new law sets forth a general rule adopting the 
definition of the Commissioner of Internal Revenue, 
which states that for the purpose of computing the deple- 
tion allowance in the case of mines, wells and other nat- 
ural deposits, the term “property” means each separate 
interest owned by the taxpayer in each mineral deposit 
in each separate tract or parcel of land. The House and 
Senate Reports clearly state that for the purposes of the 
definition set forth in Section 614(a), tracts or parcels 
may be separated by conveyancing as well as geograpi- 
cally.“ 

Section 614(b)(1) provides that if a taxpayer owns 
two or more separate operating mineral interests which 
constitute part or all of an operating unit, said taxpayer 
may elect to form one aggregation of any two or more 
such interests and to treat such aggregation as one prop- 
erty. Although the House bill limited this provision to 
the computing of the allowance for percentage depletion, 
the Senate amended the House bill to provide that an 
aggregation adopted under this section shall be effective 
for all purposes of the income tax subtitle. The effect 
of this amendment to which the House receded was to 


(3) Operating Mineral Interests Defined—For purposes of this subsection, 
the term “operating mineral interest” includes only an interest in respect of 
which the costs of production of the mineral are required to be taken into ac- 
count by the taxpayer for purposes of computing the 50 percent limitation 
provided for im section 613, or would be so required if the mine, well, or other 
natural deposit were in the production stage. 


(c) Spectra, Rute As To NONOPERATING MINERAL INTERESTS 


(1) Aggregation of Separate Interests—I{ a taxpayer owns two or more 
separate nonoperating mineral interests in a single tract or parcel of land, or 
in two or more contiguous tracts or parcels of land, the Secretary or his dele- 
gate may, on showing of undue hardship, permit the taxpayer to treat (for all 
purposes of this subtitle) all such aicied toiaaian as one property. If such 
permission is granted for any taxable year, the taxpayer shall treat such 
interests as one property for all subsequent taxable years unless the Secretary 
or his delegate consents to a different treatment. 

(2) Nonoperating Mineral Interests Defined—For purposes of this sub- 
section, the term “nonoperating mineral interests” includes only interests which 
are not operating mineral interests within the meaning of subsection (b) (3). 

54 H.R. Rep. No. 1337, 83d Cong., 2d Sess. 186 (1954) and Sen. Rep. No. 
1662, 83d Cong., 2d Sess. 333 (1954). 
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make the definition of property consistent so as to be 
applicable to the computation of both cost and percent- 
age depletion and to the computation of gain or loss upon 
a sale or exchange. 

Section 614(b)(1) provides that the taxpayer shall 
be deemed to have elected to treat as a separate prop- 
erty each interest owned by him in the separate unit 
which he has not elected to include within the aggrega- 
tion. The new law further provides that separate oper- 
ating mineral interests which constitute part or all of an 
operating unit may be aggregated whether or not they 
are included in a single tract or parcel of land and 
whether or not they are included in contiguous tracts or 
parcels. However, it is pointed out that a taxpayer may 
not elect to form more than one aggregation of operat- 
ing mineral interests within any one operating unit. 

As set forth in the House and Senate Reports referred 
to above, the term “operating unit” is susceptible to a 
reasonable interpretation. These Reports state: 

. . . In general, the term contemplates an aggregation only of 
interests which may conveniently and economically be operated 
together as a single working unit. Thus, interests which are 
geologically wide spread may not be considered part of the 
same operating unit merely because one set of accounting records 
is maintained by the taxpayer, or merely because the products 
of such interests are processed at the same treatment plant.*® 

It is expected that the new Regulations when issued 
will deal with the term “operating unit” in great detail. 
Nevertheless, it is the author’s opinion that the greatest 
amount of litigation dealing with Section 614 will in- 
volve the question as to what an “operating unit” is. 

Section 614(b) (3) defines the term “operating min- 
eral interests” as including only interests in respect of 
which the costs of production of the mineral are required 
to be taken into account by the taxpayer for the purpose 


55 Id. at 186 and 334. 
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of computing the 50 per cent limitation provided for in 
Section 613 or would be required if the mine, well or 
other natural deposit were in the production stage. This 
section was inserted to be certain that the aggregation 
would not include any type of royalty or similar interests. 

Section 614(b) (2) sets forth the manner and the scope 
of the election to aggregate separate interests. It clearly 
states that the election shall be made for each operating 
mineral interest in accordance with Regulations pre- 
scribed by the Secretary of the Treasury or his delegate 
not later than the time prescribed by law for filing the 
return (including extensions thereof) for whichever of 
the following taxable years is the later: 


1. The first taxable year beginning after December 
31, 1953, or 

2. The first taxable year in which any expenditure for 
exploration, development or operation in respect of the 
separate operating mineral interests is made by the tax- 
payer after the acquisition of such interest. 

An election under subsection (b) shall be binding 
upon the taxpayer for all subsequent taxable years, ex- 
cept with the consent of the Secretary of the Treasury or 
his delegate. As is pointed out in the House and Senate 
Reports, a change in tax consequences alone will not 
justify a treatment different from that elected by the tax- 
payer. Nevertheless, as is pointed out in the Senate 
Report, a consent to a new election would be appropriate 
in case the operating unit changes so that part of the 
aggregation is no longer in the operating unit. 

Section 614(c) provides that if a taxpayer owns two 
or more separate non-operating mineral interests in a 
single tract or parcel of land, or in two or more contigu- 
ous tracts or parcels of land, the Secretary of the Treas- 
ury or his delegate may on the showing of undue hard- 


56 Td. at 335. 
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ship permit the taxpayer to treat (for all the purposes of 
the subtitle) all such mineral interests as one property. 
Section 614(c) was a Senate amendment to the House 
bill to which the House receded. The Senate Report 
points out that for the purposes of this subsection, undue 
hardship shall not be deemed to exist by reason merely 
of a tax disadvantage.” 

Section 614(c) (2) defines a “non-operating mineral 
interest” as an interest which is not an operating mineral 
interest within the provisions of Section 614(b) (3). 
Thus, a non-operating mineral interest would include a 
royalty interest. In no case may a non-operating interest 
be aggregated with an operating interest.” In cases 
where there has been an aggregation under Section 
614(b) or 614(c) and the taxpayer subsequently sells or 
otherwise disposes of a part of the aggregation, the ad- 
justed basis of the aggregation shall be reasonably appor- 
tioned in order to determine the adjusted basis of the 
part retained and the part disposed of. 

The inclusion in the Internal Revenue Code of 1954 
of a definition of the term “property” undoubtedly will 
dispose of many problems confronting the taxpayer in 
the past. Because of the fact that it is a substantive 
change, the Regulations to be issued by the Commis- 
sioner of Internal Revenue will be of great importance. 
It is suggested that a thorough study be made of the 
Regulations both in their proposed and final form, giv- 
ing special emphasis to the manner of electing to aggre- 
gate separate interests. As is set forth in Section 614(b), 
an election once made shall be binding upon the taxpayer 
for all subsequent taxable years, except where the Secre- 
tary of the Treasury or his delegate may consent to a dif- 
ferent treatment. 


57 [bid. 
58 Ibid. 
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DEPLETION ALLOWANCE OF AN ADVANCE PAYMENT 
WHERE THE MINERAL RIGHT EXPIRES, 
TERMINATES, OR Is ABANDONED 


Treasury Regulations 118, Section 39.23(m)-10(c) 
which will probably be reissued in substantially the same 
form, provides as follows: 


If for any reason any grant of mineral rights expires or termi- 
nates or is abandoned before the mineral which has been paid 
for in advance has been extracted and removed, the grantor shall 
adjust his capital account by restoring thereto the depletion de- 
ductions made in prior years on account of royalties on mineral 
paid for but not removed, and a corresponding amount must be 
returned as income for the year in which such expiration, termi- 
nation, or abandonment occurs. 


Naturally, the theory behind this regulation is that 
where, in the case of expiration, termination, or aban- 
donment, there has been an advanced payment by the 
lessee to the lessor, the depletion allowance should be 
permitted only if in fact oil has been produced. If oil 
is not produced and the depletion allowance has been 


permitted, the depletion allowance must be added back 
into income. That is to say, if a grantor of an oil inter- 
est takes a depletion deduction in 1940 and no oil was 
produced and the operator’s right to the mineral expired, 
terminated, or was abandoned by the operator in 1942, 
then and in that event an amount equal to the deduction 
taken in 1940 must be added to the income of the grantor 
in 1942. 

This rule appears to be simple enough; however, the 
problem arises as to how much oil must be produced 
from a particular property before expiration, termina- 
tion, or abandonment in order to eliminate the possibility 
that the above rule will be applied. For a long time 
the Commissioner of Internal Revenue required a sub- 
stantial amount of production. However, in Crabb v. 
Commissioner of Internal Revenue,” the Board of Tax 


5°41 B.T.A. 686 (1940), acq., 1940-2 Cum. Butt. 2. 
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Appeals held that the Commissioner of Internal Reve- 
nue erred in restoring to income a depletion deduction 
which had been taken by the lessors in 1934 where the 
lessees abandoned the lease in 1936 when in fact a small 
amount of production was obtained in 1934. It is inter- 
esting to note that the royalties obtained by the lessors 
amounted to only $13.81 and the payments out of the oil 
to apply on a reserved oil payment amounted to only 
$23.17. It can be seen that very little production was 
attained. 

It has been decided in Driscoll v. Commissioner of 
Internal Revenue,” that restoration by the lessor should 
not be required in the case of a partial abandonment of 
acreage by the lessee. In that case the court stated in 
part as follows: 


Depletion of oil and gas should not be measured on the acreage 
basis, for it is possible for one well on a small fraction of one 
acre to deplete gas and oil on many surrounding acres. Some 
states forbid more than one well to each forty acres. Except 
for the synthetic depletion that occurs upon the acceptance of a 
bonus in connection with the execution of a lease there can be 
no depletion except by drilling a well. In actuality it ordinarily 
requires an activity under a lease to produce oil and cause de- 
pletion. Under the decisions the lessor has the right to anticipate 
production in taking depletion, and there seems to be no reason 
the lessor could not continue to anticipate production so long as 
the lease has not been terminated, abandoned, or fully exploited. 

Depletion, synthetic or real, is not measured on an acreage 
basis, nor can it be said that the grant of mineral rights has ex- 
pired, terminated, or been abandoned so long as the privilege or 
lease exists and activity under such grant looking to production 
may reasonably be expected. The decisions of this Court in Sneed 
v. Commissioner of Internal Revenue, 5 Cir., 119 F.2d 767 ; Com- 
missioner of Internal Revenue v. Seeligson, 5 Cir., 141 F.2d 
358; and Crabb v. Commissioner of Internal Revenue, 5 Cir., 
119 F.2d 772, are contrary to the contentions of the Commis- 
sioner and the views of the Tax Court. 


Thus, there must be an expiration, termination, or aban- 
donment which is complete in order to require restora- 
tion. 


60 147 F.2d 493 (5th Cir. 1945). 
61 Jd. at 495. 
3 
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In conclusion, it can be seen that with respect to restor- 
ation to income of advance depletion allowances there 
are two important factors to consider: 

1. If there is any production whatsoever prior to ter- 
mination, expiration, or abandonment, evidently restora- 
tion will not be required. 

2. If there is no production and an actual termina- 
tion, expiration, or abandonment of the interest occurs, 
the grantor of the interest must restore the deduction to 
income in the year of the expiration, termination, or 
abandonment. 


INTANGIBLE DRILLING COSTS AND 
PERCENTAGE DEPLETION 


The Income Tax Regulations appertaining to the 1939 
Code gave to the taxpayer an option to capitalize or 
expense intangible drilling costs. Section 263(c) of the 
Internal Revenue Code of 1954 specifically approves 
those regulations and, in fact, requires similar regula- 


tions to be prescribed for the future. 
Treasury Regulations 118, Section 39.23(m)-16 states 
in part as follows: 


Charges to capital and to expense in case of oil and gas wells. 
(a) Items chargeable to capital or to expense at taxpayer’s 
option : 

(1) Option with respect to intangible drilling and development 
costs incurred by an operator (one who holds a working or oper- 
ating interest in any tract or parcel of land either as a fee owner 
or under a lease or any other form of contract granting working 
or operating rights) in the development of oil and gas properties : 
All expenditures made by an operator for wages, fuel, repairs, 
hauling, supplies, etc., incident to and necessary for the drilling 
of wells and the preparation of wells for the production of oil 
or gas, may, at the option of the operator, be deducted from gross 
income as an expense or charged to capital account. Such ex- 
penditures have for convenience been termed intangible drilling 
and development costs. They include the cost to operators of 
any drilling or development work (excluding amounts payable 
only out of production or the gross proceeds from production, 
and amounts properly allocable to cost of depreciable property ) 
done for them by contractors under any form of contract, in- 
cluding turnkey contracts. . . . 
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Examples of the items to which this option applies 
are, all amounts paid for labor, fuel, repairs, hauling, 
and supplies which are used: (1) in the drilling, shoot- 
ing, and cleaning of wells; (2) in such clearing of 
ground, draining, road making, surveying, and geologi- 
cal works as are necessary in preparation for the drilling 
of wells; and (3) in the construction of such derricks, 
tanks, pipelines, and other physical structures as are 
necessary for the production of oil and gas. 

Examples of the excluded items mentioned in Regu- 
lations 118, Section 39.23(m)-16(c) (1), are materials 
in those structures which are constructed in the wells, 
the cost of drilling tools, pipe, casing, tubing, tanks, 
engines, boilers, and machines. The option also does not 
apply to any expenditure for wages, fuel, repairs, haul- 
ing, and supplies, in connection with the equipment, 
facilities, or structures, not incident to or necessary for 
the drilling of wells. The above items are capital items 
and are returnable only through depreciation. 

Treasury Regulations 118, Section 39.23 (m)-16(c) (2), 
classifies certain expenditures as business expenses out- 
side of the option. Those items are the expenditures for 
labor, fuel, repairs, hauling, supplies, etc., in connec- 
tion with the operation of the wells and of other facili- 
ties on the property for the production of oil or gas. 

In exercising such option the operator must make a 
clear statement of allocation under this section in the 
return for the first taxable year in which such costs are 
included. While the courts have been very strict in 
applying this regulation against taxpayers, thus making 
it necessary for the taxpayer to comply with the regula- 
tion in every detail, the Internal Revenue Service in 
many cases has treated the deduction of such items on 
the return as the exercise of the election to expense in- 
tangible drilling costs. 

Regulations 118, Section 39.23(m)-16(b) (4) permit 
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the operator to have an additional option in the case of 
nonproductive wells. If the operator has elected to cap- 
italize intangible drilling and development costs, then 
an additional election is accorded with respect to intan- 
gible drilling and development costs incurred in develop- 
ing a nonproductive well. Such costs incurred in devel- 
oping a nonproductive well may be deducted by the tax- 
payer as an ordinary loss if a proper election is made in 
the return for the first taxable year in which such non- 
productive well is completed. 

The option to expense intangible drilling costs is of 
utmost importance when considered in the light of per- 
centage depletion. In order to understand this state- 
ment, it should be remembered that percentage deple- 
tion is continual. That is to say, so long as the well is 
productive, the percentage depletion allowance can be 
applied without any reference to the cost of the oil prop- 
erty. Also if in any year it would be better to take cost 
depletion rather than percentage depletion with respect 
to a particular property, the taxpayer may switch over 
and take depletion on the basis of the actual capitalized 
costs (reduced by the amount of percentage depletion 
taken). The exercise of this right does not prevent him 
from returning to percentage depletion in later years. 

Since percentage depletion has no relation to the actual 
cost of the property, it is almost always more profitable 
for the operator to expense intangible costs, as another 
deduction from gross income, rather than to capitalize 
these costs, because the percentage depletion allowance 
remains the same in both situations. If the intangible 
drilling costs are expensed, he is permitted an additional 
deduction by means of percentage depletion (of course 
assuming percentage depletion results in a greater allow- 
ance than cost depletion) ; but if the costs are capitalized, 
the taxpayer’s only deduction will be the percentage 
depletion which will remain the same in both instances. 
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This statement is true because the total capital invest- 
ment has no relation to the percentage depletion calcula- 
tion. 

CONCLUSION 


A detailed explanation of the depletion allowance 
would necessarily require at least a large volume. In 
writing this article, the author has merely considered 
the high points of the subject. The reader who is inter- 
ested in a detailed analysis of a particularly involved 
problem on the subject is referred to the applicable sec- 
tions of the Internal Revenue Code and Treasury Regu- 
lations and the pertinent decisions and rulings. 

In the writer’s opinion—everything considered, includ- 
ing the net income limitation—the present percentage 
depletion allowance is a proper allowance to be given 
the oil industry. In addition to the reasons supporting 
the percentage depletion allowance which are set forth 
in the first portion of this article, the following is pointed 
out: The production of oil is an immensely expensive 
process. The average cost of a well prior to production 
is approximately $100,000. In addition, in 1953, approxi- 
mately 37.4 per cent of all oil wells were unproductive. 
A substantial percentage of the productive wells pro- 
duced a relatively small amount of oil. Faced with these 
facts, it would appear that without the present percent- 
age depletion allowance the speculative nature of the oil 
industry is such that the risk involved in producing oil 
would make it unattractive to capital investment in the 
industry. It is of interest to note that in June of 1952, 
President Truman’s Materials Policy Commission recom- 
mended : 


That percentage depletion be retained because of its strong in- 
ducement to risk capital to enter the mineral industries but that 
the rates now provided in the Internal Revenue Code be raised 
no further.® 


621 A Report to the President by the President’s Materials Policy Commis- 
sion, Resources for Freedom—Foundations for Growth and Security 35 (1952). 





THE RELATIONSHIP OF THE PATENT ACT 
OF 1952 TO THE ANTITRUST LAWS 


FREDERIC B. SCHRAMM * 
INTRODUCTION 


The relationship between the patent laws and the anti- 
trust laws has been a recurrent problem for the patent 
practitioner. The question with which this article is 
concerned is whether the enactment of the Patent Act 
of 1952* has made necessary a reexamination of this rela- 
tionship. Specifically, does the new statute validate pat- 
ent practices which have hitherto been held unlawful in 
actions by the United States under the antitrust laws? Is 
there any change in the Patent Law itself which will 
have the practical effect of altering the impact of exist- 
ing rules of antitrust law upon those persons claiming 
rights under a patent or in derogation of a patent? Fi- 
nally, has the statute affected those cases where there has 
been found a misuse of patents in private litigation in the 
light of the public policy as set forth by the antitrust 
laws? Or may it be said as has Newell A. Clapp, for- 
mer Acting Assistant Attorney General of the United 
States that “. .. there is considerable substance to the view 
that no substantial change in existing law was in- 
tended... .”?? 

The inherent difficulty is posed by the key words of 
Sections 1 and 2 of the Sherman Act * as contrasted with 
those of Section 154 of the Patent Act of 1952.4 The 


* Member of the Ohio Bar; senior member of the law firm of Schramm and 
Knowles; member of the Committee on Laws and Rules of the American 
Patent Law Association; and member of the committees on Patent Law Re- 
vision and Antitrust Matters of the Patent Section of the American Bar As- 
sociation. 


135 U.S.C. § 1 et seg. (1952). 
2Clapp, Some Recent Developments in Patent-Antitrust Law, 34 J. Pat. 
Orr. Soc’y 945, 952 (1952). 
ass) 209 (1890), as amended, 50 Star. 693 (1937), 15 U.S.C. §§ 1&2 
#35 U.S.C. § 154 (1952). 
[ 36 } 
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former prohibit any “... contract, combination . . . or 
conspiracy, in restraint of trade...” and make it 
unlawful to “... monopolize, or attempt to monopolize, 
or combine or conspire to monopolize any part of the 
trade...” while the latter grants “. .. the right to exclude 
others from making, using or selling the invention 
throughout the United States... .” 

The patent laws are in some respects thought to be 
antithetical to the antitrust laws in that the purpose of 
the latter is to promote free competition and to prevent 
the formation of monopolies and combinations in the 
restraint of trade or other interferences with free compe- 
tition. On the other hand the patent laws, while not 
creating “monopolies” since they do not withdraw any- 
thing from the public domain which the public previ- 
ously had, are intended to delay the advent of competi- 
tion sufficiently to enable the inventor who has contrib- 
uted to the public good to develop his invention commer- 
cially and to reap a reward compensating him for the 
effort and capital expended in the development of the 
invention. It is in this way that the Patent Laws carry 
out the constitutional provision “To promote the prog- 
ress of science and useful arts....”° It follows, there- 
fore, that granting an invalid patent is contrary to the 
purpose of the patent laws in that the grant may enable 
the patentee to interfere with competition with regard 
to subject matter that was not added “to the sum of use- 
ful knowledge”*® by him. It would therefore have the 
effect of conflicting with the purpose of the antitrust 
laws by interfering with competition in a field which 
should properly have been regarded as falling in the 
public domain. 

Any exclusion from trade or attempt to exclude from 
trade which rests upon a patent rather than upon a con- 

5 U.S. Const. Art. I, § 8. 


6 Great Atlantic & Pacific Tea Co. v. Supermarket Equipment Corp., 340 
U.S. 147, 152 (1950). 
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tract, combination or conspiracy and which does not 
constitute monopolizing or attempting to monopolize 
(in the sense of withdrawing from use what was already 
in the public domain) is therefore beyond the proscrip- 
tion of the antitrust laws. Because, in legal effect, an 
invalid patent is no patent at all,’ conduct resulting in 
exclusion or constituting an attempt to exclude under 
color of an invalid patent right may therefore come 
within the proscription of the antitrust laws.* In con- 
sequence, the validity of the patent is a crucial factor, 
and any effect which the Patent Act of 1952 has in 
determining validity will affect the application of rules 
relating to the violation of antitrust laws. Moreover, 
any change of law or new interpretation affecting the 
rules regarding infringement and the procedures avail- 
able for enjoining infringement is also relevant since 
these rules likewise determine whether an exclusion can 
be accomplished without resort to conduct proscribed by 
the antitrust laws. In like manner, any change in stat- 
ute or in interpretation affecting the doctrine of misuse 
whereby a patentee will no longer lose his right to enforce 
those priorities which are properly within the scope of 
his patent will also affect the application of the anti- 

trust laws. 
Accordingly, the sections of the Patent Act of 1952 
which will be considered fall within three categories: 
1. The sections which affect the question of validity of a patent.° 


7 International Carbonic Engineering Co. v. Natural Carbonic Products, Inc., 
57 F. Supp. 248, 62 U.S.P.Q. 412, (S.D. Cal. 1944), aff’d, 158 F.2d 285, 72 
U.S.P.Q. 31 (9th Cir. 1946). 

® United States v. United States Gypsum Co., 333 U.S. 364, 388 (1948). 

®Part II. Patentability of Inventions and Grant of Patents. 

Chapter 10. Patentability of Inventions. 

§ 100(b). Definitions. 

§ 101. Inventions patentable. 

Hr Conditions for patentability. 

103. Conditions for patentability; nonobvious subject matter. 

Chapter 11. Application for Patent. 

§ 112. Specification. 

§ 120. Benefit of earlier filing date in the United States. 

§ 121. Divisional applications. 
Chapter 14. Issue of Patent. 

§ 154. Contents and term of patent. 
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2. The sections which affect the question of infringement of a 
patent.*° 


3. The sections which directly affect the question of misuse of a 
patent right. 


VALIDITY OF PATENTS 


Although there have been some court decisions dis- 
cussing the new Patent Act declaring that it did not 
change the law,” such cases have been limited mainly 
to questions arising under Section 103 of the statute and 
have merely stated that the new patent code did not 
lower the standard of invention established by earlier 
law. Somewhat similar appraisals of the new law are 


found in cases where the courts have pointed out that 
since the original decision had been rendered before the 
effective date of the new legislation, the Patent Act of 
1952 did not apply.** Additionally, at least one court 
has found it unnecessary to define the scope of the Pat- 
ent Act where the facts presented a clear case of non- 


10 Part III. Patents and Protection of Patent Rights. 
Chapter 25. Amendment and Correction of Patents. 
§ 253. Disclaimer. 
Chapter 28. Infringement of Patents. 
§ 271. Infringement of patent. 
Chapter 29. Remedies for Infringement of Patent and Other Actions. 
§ 288. Action for infringement of a patent containing an invalid claim. 


11 Sub-section 271(d). Misuse or illegal extension of the patent right. 


12 In re Harding, 40 C.C.P.A. (Patents) 1005, 205 F.2d 171, 98 U.S.P.Q. 
161, —" Aer 907 gt ; Modern Art Printing Co. v. Skeels, 122 F. Supp. 
—, S.P.Q. 286 (D.N.J. gE ; Burt v. Bilofsky, 120 F. Supp. 822, 
101 U. ‘S oO 169 (D.N.J. 1954) ; E. Clemens Horst Co. v. Oeste, 114 F. Supp. 
408, 99 U.S.P.Q. 190 (N.D. Cal. 1953) ; Thys Co. v. Oeste, 111 F. Supp. 665, 96 
US.P.Q. 294 (N.D. Cal. 1953). 

13 United Mattress Mach. Co. v. Handy Co., 207 F.2d 1, 98 U.S.P.Q. 296 
os Cir. et Gagnier Fibre Products Co. v. Fourslides, 112 F. Supp. 926, 

98 U.S.P.Q. 9 (E.D. Mich. 1953) ; Bit Bancroft and Sons Co. v. Brewster 
Finishing Co., 113 F. Supp 714, 98 U.S.P.Q. 187 (D.N.J. 1953); In re 
O’Keefe, 202 F.2d 767, 771, 7 USS. ‘P.O. 157, (C.C.P.A. 1953) “The Patent Act 
of 1952, 35 U.S.C. § 103, which took effect January 1, 1953, has apparently 
neither raised nor lowered the standard of invention.” 

14 Stanley Works v. Rockwell Mfg. Co., 203 F.2d 846, 97 U.S.P.Q. 189 (3d 
&, rash ; General Motors Corp. v Estate Stove Co., 203 F.2d 912, 918, 

97 U.S.P.Q. 88, 92 (6th Cir. 1953). That the new law does not apply to cases 
on appeal when it became effective, see Carlson & Sullivan, Inc. v. Bigelow 
and Dowse Co., 202 F.2d 654, 96 U. S.P. Q. 429 Ay Cir. 1953). But cf. Dazian’s, 
Inc. v. Switzer Bros., Inc., 111 F. Supp. 648, 96 U.S.P.Q. 448 (N.D. Ohio 
1953) ; Diebold, Inc. v. Record Files, Inc., 114 F. Supp. 375, 98 US.P.Q. 100 
(N.D. Ohio 1953). 
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invention.” Thus it would seem that an analysis of the 
pertinent sections of the Act in addition to Section 103 
is appropriate, particularly in view of the statement of 
the U. S. Commissioner of Patents, the Honorable Rob- 
ert C. Watson, before a joint meeting of the American 
Patent Law Association and the Patent Law Association 
of Pittsburgh that the 1952 Patent Act went much fur- 
ther than a change in phraseology and clarification. 
Since this article is concerned with the impact of the 
new Patent Law upon the application of the antitrust 
laws, it may be well to inquire at the outset into the tra- 
ditional interpretation of the words “patent” and “mo- 
nopoly.” By Lord Coke’s definition, the term “monop- 
oly” excludes patent, for as Chief Justice White pointed 
out in Standard Oil (New Jersey) v. United States: “A 
monopoly is an institution, or allowance by the king by 
his grant, commission, or otherwise to any person or per- 
sons, bodies politic or corporate, of or for the sole buy- 
ing, selling, making, working or using of anything, where- 
by any person or persons, bodies politic or corporate are 
sought to be restrained of any freedom or liberty that 
they had before, or hindered in their lawful trade.” * 
(Emphasis added.) While the new patent code declares 
that “. . . patents shall have the attributes of personal 
property,” ** this would seem to be merely a restatement 
of the previously accepted concept of “patent”, for in 
Transparent-Wrap Machine Corp. v. Stokes & Smith 
Co., the Court, per Mr. Justice Douglas, said: “...A 
patent is a species of property. .. . ‘a right to be free 
from competition in the practice of the invention’... . 
That exclusive right, being the essence of the patent 
privilege, is, for the purposes of the assignment statute, 
of the same dignity as any other property which may be 


15 New Wrinkle Inc. v. Watson, 206 F.2d 421, 422 n6, 96 U.S.P.Q. 438 
(D.C. Cir. 1953); New Wrinkle Inc. v. Watson, 204 F.2d 35, 37 n.2, 96 
U.S.P.Q. 436 (D.C. Cir. 1953). 

16 221 U.S. 1, 51 (1911). 

17 35 U.S.C. § 261 (1952). 
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used to purchase patents.”** Thus a monopoly is a with- 
drawing of a right from the public domain while a pat- 
ent is a withholding of a property right therefrom for 
the statutory period. 

The following is an analysis of those specific sections of 
the Patent Act of 1952 which are the most pertinent to 
the concept of patent validity and its effect on the appli- 
cation of the antitrust laws. 


Section 100 (b) 


This section declares: 


The term “process” means process, art or method, and includes a 
new use of a known process, machine, manufacture, composition 
of matter or material. (Emphasis added.) 


This is significant because of its effect upon the validity 
of patent claims and therefore upon the line of demarca- 
tion between lawful attempts to exclude competition 
under the patent laws and unlawful attempts to inter- 
fere with competition under the antitrust laws. Many 


claims have heretofore been denied in the Patent Office 
or held invalid under the so-called doctrine of “double 
use” or “new use.” One of the grounds for striking 
down the patent involved in Cuno Engineering Corp. v. 
Automatic Devices Corp., was that the purported inven- 
tion was but a “...combination of old or well-known 
devices for new uses....”** (Emphasis added.) 

This section should have a bearing also on one aspect 
of the rule, involved by implication at least, under Car- 
bice Corp. of America v. American Patents Develop- 
ment Corp.,” where relief was denied against contribu- 
tory infringement because the defendant furnished an 
article which was not separately patented. The Court’s 

18 329 U.S. 637, 643 (1947); Hartford-Empire Co. v. United States, 323 
U.S. 386, 415 (1945) “That a patent is property, protected against appropri- 
ation both by individuals and by government, has long been settled... .” The 
concept of patents as property is discussed also in Schramm, The General 
Lawyer's Stake in Our Patent Law, 31 A.B.A.J. 463 (1945). 


19 314 U.S. 84, 91 (1941). 
20 283 U.S. 27, opinion on rehearing 283 U.S. 420 (1930). 
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holding that the conditions under which the patentee 
sold his dry ice or carbon dioxide were improper may 
well have been influenced by the Court’s feeling or in- 
ference that the patent was invalid in calling for the use 
of carbon dioxide instead of ice inside a mass of ice 
cream in the patentee’s patented ice-cream container. 
The patent was subsequently held invalid on that ground 
so that the question of whether the patentee could have 
prevailed under a different method of doing business 
never came before the Court.” 

Another case, the rationale of which will be affected 
by the passage of Section 100 is Mandel Brothers, Inc. 
v. Wallace,” invalidating the patent on an improved cos- 
metic to retard perspiration using urea to reduce skin 
irritation and garment corrosion, on the ground that urea 
was an old anticorrosive agent in other compounds. A 
further instance of the rule relating to new use which 
may be affected by the revision of the Patent Law is that 
of Paramount Publix Corp. v. American Tri-Ergon 
Corp. There Mr. Justice Stone, speaking for the Court, 
said: 

. . . The application of an old process to a new and closely 
analogous subject matter, plainly indicated by the prior art as 
an appropriate subject of the process is not invention. . . . the 
method of producing photographic sound and picture records 
and uniting them on the positive film are identical, for both 
sound and picture records, from the time of exposure of the 
negatives until the single film is completed. . . . it required no 
more than the expected skill of the art of photography to use 


an old method of printing photographically the two negatives 
upon a single positive.” 


Nevertheless, the new statute does not render patent- 
able a claim to a mental process.” 


21 Ibid. 

22 335 U.S. 291 (1948). 

23 294 U.S. 464, 473 (1935). 

24 Ex parte Hitchins, 99 U.S.P.Q. 288 (Pat. Off. Bd. of Appeals 1953). 
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Section 103 


Since Section 103 relates back to Sections 101 and 102, 
the pertinent extracts from the latter sections must first 
be considered. Section 101 provides: ‘Whoever in- 
vents or discovers . . . may obtain a patent... .” The 
provision of Section 102 is that a person shall be entitled 
to a patent unless there are certain circumstances which 
may be summarized as lack of priority, lack of original- 
ity or abandoning of the invention. 

Section 103 is as follows: 

A patent may not be obtained though the invention is not identic- 
ally disclosed or described as set forth in section 102 of this title, 
if the differences between the subject matter sought to be 
patented and the prior art are such that the subject matter as a 
whole would have been obvious at the time the invention was 
made to a person having ordinary skill in the art to which said 
subject matter pertains. Patentability shall not be negatived by 


the manner in which the invention was made. (Emphasis 
added. ) 


There are two significant points involved in this section 


both involving an indirect or negative definition of in- 
vention which has never before existed by statute. First 
is the statutory recognition of the test of non-obviousness 
in declaring that the patent may not be obtained if the 
subject matter as a whole would have been obvious at 
the time the invention was made to a person having ordi- 
nary skill in the art to which said subject matter per- 
tains. The second significant point is that patentability 
shall not be negatived by the manner in which the inven- 
tion was made. 

Heretofore, numerous courts have declared that inven- 
tion defied definition® although some cases have at- 
tempted to define invention. An example of the defi- 
nition of invention by the Supreme Court of the U. S. 

25 Warren Telechron Co. v. Waltham Watch Co., 91 F.2d 472, 34 U.S.P.Q. 
135 Nes Cir. 1937) ; Pyrene Mfg. Co. v. Boyce, 292 Fed. 480 (3d Cir. 1923) ; 


McClain v. Ortmayer, 141 U.S. 419, 427 (1891). See also the cases discussed in 
Manning, Invention and Discovery, 32 J. Pat. Orr. Soc’y 206 (950). 
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is found in United States v. Dubilier Condenser Corp., 
as follows: 


. . . the act of invention, which consists neither in finding out 
the laws of nature, nor in fruitful research as to the operation 
of natural laws, but in discovering how those laws may be utilized 
or applied for some beneficial purpose, by a process, a device or 
a machine. . . .7° 





There have been numerous decisions giving negative 
tests of invention such as holding that there is no inven- 
tion in a mere reversal of parts, a mere change of loca- 
tion, a mere change of size, a mere substitution of ma- 
terial, merely making parts integral instead of separate, 
or making parts separable which were previously uni- 
tary. The word “merely” in these negative definitions 
must be emphasized for there have been decisions which 
hold that, where these changes over the prior art were 
unobvious and accomplished new results or better results 
which would not have been expected by persons skilled 
in the art, then the changes amounted to invention. Thus 
Section 103 recognizes the old rule of Hotchkiss v. 
Greenwood ™ which held that there was no invention in 
obvious change and reinstates the rule of the various 
cases upholding invention in cases of unobviousness. For 
example invention was found in a reversal of parts in 
the case of Diamond Stone Sawing Machine Co. v. 
Brown.” Reversal of rotation was found patentable in 
the celebrated Corn Sheller Case,” and change of loca- 
tion was found to be patentable invention by the Sixth 
Circuit Court in Kellogg Switchboard & Supply Co. v. 
Dean Electric Co.,° wherein Judge Warrington speak- 
ing for the court found invention in a telephone circuit 
involving a change in location of the condenser. Conse- 
quently, Section 103 should give the inventor some sup- 


26 289 U.S. 178, 188 (1933). 
2711 How. 248 (U.S. 1851). 
28130 Fed. 896 (C.C.E.D.N.Y. 1904); accord, Grever v. United States 

Hoffman Co., 202 Fed. 923 (6th Cir. 1913). 

29 Keystone Mfg. Co. v. Adams, 151 U.S. 139 (1894). 

80 182 Fed. 991 (6th Cir. 1910). 
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port where claims have been rejected or held invalid 
arbitrarily on the ground that they are met by one of the 
negative tests of invention, if the inventor can show that 
the change would not have been obvious at the time in 
question to a person having ordinary skill in the art. 

The last sentence of Section 103 is of importance in 
connection with the conflict between the so-called objec- 
tive tests of invention and the subjective tests of inven- 
tion. There had been a line of cases holding that the 
best test of whether or not the change made by the in- 
ventor constitutes an invention is the attitude which the 
public, industry itself, experts and those skilled in the 
art have taken with respect to the patented invention. 
This so-called objective test takes into consideration, in 
the industry to which the invention relates, such matters 
as long-felt need, prior efforts and failures, commercial 
success, and the like.” 

As opposed to the objective tests in doubtful situations 
raising the question of whether invention is present, in 
some of the more recent cases the so-called subjective 
test of invention has come to be adopted as an absolute 
test to be met before the invention will be found. Illus- 
trative is the decision of the Supreme Court speaking 
through Mr. Justice Douglas in Cuno Engineering Corp. 
v. Automatic Devices Corp., or at least the interpreta- 
tion that was placed thereon by the lower courts.” It 
had long been recognized that a valid patent could not 
result from something that was obvious to an ordinary 
mechanic skilled in the art. However, the Cuno case 
has been interpreted as meaning that no innovation could 
amount to a patentable invention unless there was a “flash 
of genius,” denoting that the question of invention was 


_ 51.1 WALKER ON Patents 119-124 (Deller’s ed., 1937) ; Richey, Some Objec- 
tive Tests, 27 J. Pat. Orr. Soc’y 187 (1945); Lutz, The New Patent Statute, 
39 A.B.A.J. 209 (1953). 

32 See also the decision rendered by Thurman Arnold, the former antitrust 
crusader who later occupied the Court of Appeals bench in the District of 
meat) in Potts v. Coe, Commissioner of Patents, 140 F.2d 470 (D.C. 

ir. , 
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determined not objectively by accomplishment or the 
recognition by those experienced in the matter, but deter- 
mined subjectively depending upon the manner in which 
the invention was arrived at or who it was that made 
the invention. 

In this case Justice Douglas considered the now famil- 
iar auto dashboard cigarette lighter and held that there 
was no invention in adding to the old cordless cigarette 
lighter a thermostat for automatically returning the plug 
to the “off” position, i.e., pushing it out, after the heating 
coil had reached the proper temperature, where numer- 
ous thermostatically controlled heating devices were old 
and it was old to light a cigar by pressing it against a 
heating coil to preset a spring, which action closed the 
circuit, after which a thermostat released the spring and 
opened the circuit. 

The Court, per Mr. Justice Douglas, said: 


. . . [I]t is our opinion that the Mead device was not the result 
of invention but a “mere exercise of the skill of the calling,” an 
advance “plainly indicated by the prior art.” Altoona Publix 
Theatres v. American Tri-Ergon Corp., 294 U.S. 477, 486.** 

We may concede that the functions performed by Mead’s combi- 
nation were new and useful. . . . Since Hotchkiss v. Greenwood, 
11 How. 248, 267, decided in 1851, it has been recognized that 
if an improvement is to obtain the privileged position of a 
patent more ingenuity must be involved than the work of a 
mechanic skilled in the art. ... The principle of the Hotchkiss 
case applies to the adaptation or combination of old or well known 
devices for new uses. ... That is to say, the new device, how- 
ever useful it may be, must reveal the flash of creative genius, 
not merely the skill of the calling. . . 2 (Emphasis added.) 


In Potts v. Coe, Commissioner of Patents,” Judge Arn- 
old considered an appeal from the refusal of the U. S. 
Patent Office to grant a patent on an application filed by 
an employee of the Teletype Corp. which was a sub- 
sidiary of the Western Electric Company, the applicant 
being one of the members of the Research Laboratories 


38 314 U.S. 84, 88 (1941). 
347d. at 90-91. 
85 140 F.2d 470 (D.C. Cir. 1944). 
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of the Teletype Corp. Judge Arnold in effect declared 
that any invention arrived at under such circumstances 
as coming out of a Research Laboratory could not be a 
patentable invention. Thus his test of invention was how 
the alleged invention was arrived at, or the circum- 
stances under which it was made rather than the objec- 
tive test based upon the applicant’s contribution to the 
art and recognition or acceptance of the invention by 
those experienced in the field. Both the flash of genius 
test and the test of Judge Arnold in Potts v. Coe are 
specifically overruled as appear in the last sentence of 
Section 103 of the new patent code, namely: 


Patentability shall not be negatived by the manner in which 
the invention was made.*° (Emphasis added.) 


Section 112 


The pertinent phraseology of Section 112 is as fol- 
lows: 

An element in a claim for a combination may be expressed as a 
means or step for performing a specified function without the 
recital of structure, material, or acts in support thereof, and such 
claim shall be construed to cover the corresponding structure, 
material, or acts described in the specification and equivalents 
thereof. (Emphasis added.) 

The question of functionality has long been a matter 
of contention between the applicant and the examiners 
in the Patent Office and also between the patentee and 
the infringer in an infringement suit. The cases had 
developed a body of rules in which certain types of func- 
tional claims had been condemned and other types had 
been approved. However, the more recent trend has 
been for all types of functional claims to be condemned 
but some perhaps were condemned more strongly than 
others according to the view point or interest of the per- 
son making the contention. 

At one end of the scale was the type of functionality 

86 See also Pacific Contact Laboratories, Inc. y. Solex Laboratories, Inc., 


209 F.2d 529, 100 U.S.P.Q. 12 (9th Cir. 1953). 
4 
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which was universally condemned, the single-means 
claim. This type in effect attempted to claim all means 
for accomplishing a specified result regardless of how 
much the means might differ from that actually dis- 
closed and from what was contributed by the applicant. 
The rule condemning this type of functionality was set 
forth in the celebrated Morse Telegraph Case™ involv- 
ing Morse’s invention of the telegraph, in which claim 
number eight called simply for the use of electric cur- 
rent for marking signs at a distance and did not specify 
the means or apparatus for utilizing the electric cur- 
rent. At the other end of the scale was the combination 
claim in which one or more of the elements was described 
as “means” plus a statement of function, illustrated by 
the Paper Bag Case.” 

Another type of functional claim is a combination con- 
sisting of a number of conventional elements plus an 
element defined as “means” plus a functional statement 
of what was to be accomplished by the means, the last 
named element being relied on to give novelty to the 
combination.” One of the outstanding recent cases was 
that of Halliburton Co. v. Walker, where the claim was 
held invalid because the most crucial element of the new 
combination was described functionally.” The court, 
through Mr. Justice Black, discussed the claim: 


... Walker’s contribution which he claims to be invention was in 
effect to add to Lehr and Wyatt’s apparatus a well-known device 
which would make the regularly appearing shoulder echo waves 
more prominent on the graph and easier to count. 

The device added was a mechanical acoustical resonator. . . 

... The addition of a “tuned acoustical means” performing the 
“function of a sound filter” brought about a new patentable com- 
bination, even though it advanced only a narrow step beyond 
Lehr and Wyatt’s old combination. .. . 


87 O’Reilly v. Morse, 15 How. 62 (U.S. 1854). 

38 Continental Paper Bag Co. v. Eastern Paper Bag Co., 210 U.S. 405 (1908). 

39 See as an illustration In re Gardner, 32 App.D.C. 249, 140 O.G. 258, 1909 
Com. Dec. 306. 

40 329 U.S. 1 (1946); in an earlier case, the claims were held invalid because 
they used “conveniently functional language at the exact point of novelty.” 
General Electric Co. v. Wabash Appliance Corp., 304 U.S. 364, 371 (1938). 
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. .. The claims failed adequately to depict the structure, mode, 
and operation of the parts in combination. 

A claim typical of all those held valid describes the resonator 
and its relation with the rest of the apparatus as “means associ- 
ated with said pressure responsive device for tuning said receiv- 
ing means to the frequency of echoes from the tubing collars of 
said tubing sections to clearly distinguish the echoes from said 
couplings from each other.” The language of the claim thus de- 
scribes this most crucial element in the “new” combination in 
terms of what it will do rather than in terms of its own physical 
characteristics or its arrangement in the new combination ap- 
paratus. .. .** 


The quoted phraseology of Section 112 will not change 
the rule condemning the single-means claim, such as the 
first class of functional claims, classified in Ex parte 
Knudsen,” or the claims disapproved in General Radio 
Co. v. Dumont Laboratories “ and Holland Furniture 
Co. v. Perkins Glue Co.“* However, it would appear 
that a new interpretation of the rule of Halliburton Co. 
v. Walker and General Electric Co. v. Wabash Appli- 
ance Corp. would be required because Section 112 ex- 
pressly permits reference back to the specification. In 
fact, it authorizes reference back to the specification for 
an explanation of the “specified function.” 

The clause of Section 112 of the new code relating to 
“function” does not exclude the situation where the func- 
tionally expressed means may be the “most crucial ele- 
ment” of the combination or may be at the “exact point 
of novelty.” The law therefore appears to restore the 
authority of the Paper Bag Case wherein the Court 
held: 


The distinction between a practically operative mechanism and 
its function is said to be difficult to define. . . . The claim is 
not for a function, but for mechanical means to bring into work- 
ing relation the folding plate and the cylinder. This relation is 
the very essence of the invention, and marks the advance upon 
es prior art. It is the thing that has never been done be- 
_ Sve. 


41 329 U.S. 1, 6-9 (1946). 

4272 O.G. 589, 1895 Com. Dec. 29. 

43129 F.2d 608, 53 U.S.P.Q. 575 (3d Cir. 1942). 
44277 U.S. 245 (1928). 

45210 U.S. 405, 422 (1908). 
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It has long been held that “the claims of a patent must 
always be explained by and read in connection with the 
specification.” “*° 

The phraseology of Section 112 will no doubt be inter- 
preted in the light of existing cases. Accordingly in 
some respects this section does not alter previous law, 
nor will it open the door to unlimited use of functional 
language to accomplish breadth of scope in the claim 
since the statute specifically sets forth that where the 
functional language is used the claim will be “construed 
to cover the corresponding structure, material, or acts 
described in the specification and equivalents thereof.” 
In some respects the statute will have the effect of nar- 
rowing the scope of a functional claim. Only pioneer 
inventions are entitled to a broad range of equivalents 
and the minor inventions are restricted to a very narrow 
range of equivalents.“ 


Section 112 will simplify the task of the patent solici- 
tor in drawing claims where it is difficult to find struc- 
tural language to specify an element with the desired 
degree of breadth to which the inventor is entitled and 
will aid the inventor in minimizing the danger of claims 
being held invalid for purely technical reasons in not 
having been drawn in the form approved by the deci- 
sions. Nevertheless, the patentee will still be confronted 
with the likelihood of a narrow interpretation being 
given to the claim thus limiting the scope of the claim 


46 Westinghouse Electric Corp. v. Hanovia Chemical & Mfg. Co., 179 F.2d 
293, 296, 84 U.S.P.Q. 110, 113 (3d Cir. 1949). Citing Carnegie Steel Co. v. 
Cambria Iron Co., 185 US. 403, 432 (1902); Paul E. Hawkinson Co. v. 
Wilcoxen, 149 F.2d 471, 475 (6th Cir. 1945); Westinghouse Electric Co. v. 
Quackenbush, 53 F.2d 632, 634 (6th Cir. 1931). 


47 Westinghouse v. Boyderi Power Brake Co., 170 ps. a 561 (1898) ; 
3 WALKER ON Patents 1709 —* ed., 1937); cf. S Warren Co. v. 
Nashua Paper Co., 205 F.2d 602, 98 U.S.P.O. 41 (ist Gr. 1953); In re 
Arbeit, 41 C.C.P.A. 719, 206 F.2d 947, 99 U.S.P.Q. 123, 677 O.G. 843 (1953) ; 
Ex parte Anderson, 101 U.S.P.Q. 128 (Pat. Off. Bd. ‘of Appeals 1953) ; Ex 
parte Retallack, 99 U.S.P.Q. 258 (Pat. Off. Bd. of Appeals 1953); Ex parte 
Ball and Hair, 99 U.S.P.Q. 146 (Pat. Off. Bd. of Appeals 1953). 
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when it is sought to enjoin infringement of a competi- 
tor’s apparatus, product or method differing somewhat 
from the “structure, material or acts described in the 
specification.” 


Section 121 


Sections 120 and 121 concern the right of an inventor 
to carry back his record date or “date of constructive 
reduction to practice” to the date of original application 
where the inventor has filed a continuation or divisional 
application. Section 120 reaffirms case law.” 

In some cases the patentee has been confronted by a 
dilemma where the Commissioner of Patents required 
division and there was the risk that a court would hold 
a divisional application invalid for double patenting. 
An example of this complexity is In re Land“ where 
the combination claim was held invalid in view of the 
applicant’s previous patent on an element of the combi- 
nation, which patent had matured from the formerly co- 
pending parent application. This problem is avoided by 
the following section of 121: 

...A patent issuing on an application with respect to which a 
requirement for restriction under this section has been made, or 
on an application filed as a result of such a requirement, shall 
not be used as a reference . . . against a divisional application 
or against the original application. . . . 

There had been some exceptional cases suggesting that 
patents be invalidated for duplicity or multiplicity.” 
Any doubt as to invalidity for such a reason will be 
settled by the following final sentence of Section 121: 

The validity of a patent shall not be questioned for failure of 


the Commissioner to require the application to be restricted to 
a single invention. 


48 Crown Cork & Seal Co. v. Ferdinand Gutmann Co., 304 U. S. 159 (1938) ; 
General Talking Pictures Corp. v. General Electric Co., 304 U.S. 175 (1938). 


4927 C.C.P.A. (Patents) 869, 109 F.2d 251, 44 U.S.P.Q. 348, 1940 Com. 
Dec. 207 (1940). 


50 Hogg v. Emerson, 11 How. 587 (U.S. 1851). 
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Section 154 


This section entitled “Contents and Term of Patent” 
specifies that the grant shall include: 


. . . the right to exclude others from making, using, or selling 
the invention throughout the United States... . 

Section 154, then, serves both to clarify just what the 
right of the patentee is and to refute the concept of com- 
pulsory licensing. The former statute specified that the 
patent was to grant to the patentee “the exclusive right 
to make, use and vend.” Although the courts have ex- 
plained this language and construed it to mean that the 
patent grants a right to exclude,” the grant was often 
misunderstood. Some patentees mistakenly assumed that 
acquisition of a patent gave the right to practice an 
invention and that it gave such a right irrespective of 
any right of exclusion which might exist in a prior pat- 
entee of a dominant invention. Such mistaken interpre- 
tation may also have given rise to the supposition that 
the patent grant was the grant of a monopoly. 

Moreover Section 154 shows clearly that the intent of 
Congress is contrary to compulsory licensing and con- 
trary to recognition of an implied obligation of the pat- 
entee to license others if he did not use the invention him- 
self, a view propounded by the Department of Justice 
and various writers. It was expressed, for example, in 
the dissent of Mr. Justice Douglas in Special Equip- 
ment Co. v. Coe, Commissioner of Patents. Mr. Justice 
Douglas upheld the theory that a patentee is “. . . bound 
either to use the patent himself or allow others to use it 
on reasonable or equitable terms. . .”” relying on Hoe 
v. Knap,” and contending that “right of suppression of 
a patent” should be denied. This section of the new 
code accordingly reaffirms the ruling of the majority 

51 Bauer & Cie v. O’Donnell, 229 U.S. 1, 10 (1913). 

52 324 U.S. 370, 380 (1945) 


8827 Fed. 204, 212 (C.C.N.D. III. 1886). 
54See note 52 supra. 
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decision in the Special Equipment Co. case as well as 
the holding that an alleged suppression of the patent is 
no defense to an infringement suit, thus retaining the 
rule of Heaton-Peninsular Button-Fastener Co. v. Eu- 
reka Specialty Co.,° and that of the Paper Bag Case. 


| Section 282 
This section specifies: 


A patent shall be presumed valid. The burden of establishing 
invalidity of a patent shall rest on a party asserting it. 

For many years the cases had declared that a patent 
was prima facie valid. These cases were consistent 
with the general law that there is a presumption that a 
public officer does his duty,” the Patent Office Examiner 
being clearly within the rule.” 

In some of the more recent cases, however, there has 
been a trend away from a presumption of validity, very 
nearly toward a presumption of invalidity. Mr. Justice 
Jackson’s dissent in Jungerson v. Ostby & Barton Co.” 
is illuminating in this respect, for he commented that the 
only valid patent was one which the Court had not had 
opportunity to lay its hands upon. 

The statutory recognition of the presumption of valid- 
ity is significant not only because of its arresting the 
trend toward placing the burden upon the patentee 
rather than upon the infringer as to the question of 
validity but also in its declaration of public policy. For 
example, Mr. Justice Black dissenting, with whom Mr. 
Justice Douglas and Mr. Justice Murphy concurred, 


5577 Fed. 288, 295 (6th Cir. 1896). 

56 Mumm v. Jacob E. Decker & Sons, 301 U.S. 168, 171 (1937); accord, 
Radio Corp. of America v. Radio Engineering Laboratories, Inc., 293 U.S. 1 
(1934) ; Morgan vy. Daniels, 153 U.S. 120 (1894); Merco Nordstrom Valve 
Co. v. Acker, Inc., 131 F.2d 277, 280 (6th Cir. 1942) “. . . of course, the 
patent itself was prima facie evidence of its validity. . . .” 

57 United States v. Marks, 32 F. Supp. 459 (D.C. Conn. 1940); Texas & 
N.O. R. Co. v. United States, 10 F. Supp. 198 (W.D. Mo. 1934). 

58 Charles Peckat Mfg. Co. v. Jacobs, 178 F.2d 794, 803 (7th Cir. 1949). 

59 335 U.S. 560, 572 (1949). 
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said in The Williams Mfg. Co. v. United Shoe Machin- 
ery Co.: 


. . . In the absence of a statutory prescription to the contrary, 
I see no reason for extending the presumption of validity arising 
from the mere issuance of a patent beyond the narrow compass 
indicated by the passage quoted from the Radio Corporation case. 
On the other hand, there are many positive reasons for not 


doing so... . f f : : 
Whatever the small weight to be given to the presumption aris- 
ing from issuance of a patent, it is here overcome. . . . the bur- 


den of establishing validity of the second patent is increased. . . . 
Miller v. Eagle Manufacturing Co., 151 U.S. 186, 198.° (Em- 
phasis added.) 


Since a “statutory prescription” is now present, we 
may assume that it is necessary to revalue those cases 
repudiating the doctrine of estoppel to deny validity.” 
Earlier cases had held that a licensee had no right to 
deny the validity of the patent by analogy to a tenant’s 
estoppel to deny the title of his landlord, and that an 
assignor of the patent is estopped to deny the validity 
by analogy to the vendor’s estoppel to deny his own title 
as to the vendee. For example, in Westinghouse Electric 
Co. v. Formica Insulation Co., the Court speaking 
through Mr. Chief Justice Taft, said: 


... The rule supported by them [circuit court decisions] is that 
an assignor of a patent right is estopped to attack the utility, 
novelty or validity of a patented invention which he has assigned 
or granted as against any one claiming the right under his 
assignment or grant... . 

The analogy between estoppel in conveyances of land and estop- 
pel in assignments of a patent right is clear. If one lawfully 
conveys to another a patented right to exclude the public from 
making, using and vending of an invention, fair dealing should 

revent him from derogating from the title he has assigned, 
just as it estops a grantor of a deed of land from impeaching 
the effect of his solemn act as against his grantee. The grantor 
purports to convey the right to exclude others, in the one in- 
stance, from a defined tract of land, and in the other, from a 
described and limited field of the useful arts. . . .% 


60 316 U. S. 364, 392-393 (1942). 

61 Edward Katzinger Co. v. Chicago Metallic Mfg. Co., 329 U.S. 394 (1947) ; 
MacGregor y. Westinghouse Electric Co., 329 U.S. 402 (1947); Scott Paper 
Co. v. Marcalus Mfg. Co., 326 U.S. 249 (1945); Sola Electric Co. v. — 
son Electric Co., 317 U.S. 173 (1942); American Cutting Alloys, Inc. v. 
General Electric Co., 135 F.2d 502 (2d Cir, 1943). 

62 266 U.S. 342, 349-350 (1924), 
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The rationale of the later cases“ was that it was in 
the public interest to be freed from the burden of invalid 
patents and that this interest was superior to the private 
interest in enforcing express admission of validity or 
in enforcing an implied estoppel which might be recog- 
nized by local law. The statutory recognition of the 
public interest in the presumption of validity, now de- 
clared, may be regarded as having at least as great 
weight as the judicial expression of the public interest 
in clearing the records of invalid patents. 

There may, therefore, well be support for a view that 
the case law should return to that of the earlier cases and 
that an infringer should not be permitted to raise a ques- 
tion of validity under circumstances where he would be 
estopped to do so by principles of general law. Now that 
the burden of proving invalidity has been unequivocally 
returned to the infringer, can we not say at least that a 
very nearly insurmountable burden has been assumed by 
one who has expressly admitted validity or has accepted 
a license under the patent and enjoyed the cloak of its 
protection? Should not evidence receivable on the ques- 
tion of invalidity be limited to such matters as fraud or 
misrepresentation when there is an express or implied 
admission of validity? 

Another area affected is the government’s right to 
raise the question of validity in antitrust cases or in cases 
between two private parties. Consider, for example, 
United States v. United States Gypsum Co. wherein Mr. 
Justice Reed said: 


. .. In a suit to vindicate the public interest by enjoining viola- 
tions of the Sherman Act, the United States should have the 
same opportunity to show that the asserted shield of patentability 
does not exist. . . . 


In view of the statutory pronouncement of the presump- 
tion of validity, it would seem that courts will be more 
reluctant to allow the United States to raise the question. 


63 See note 61 supra. 
64 333 U.S. 364, (1948). 
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On the other hand it is doubtful whether the statutory 
recognition of the presumption of validity will be effica- 
cious in cases other than where the patent in question is 
actually involved in the license. In Nachman Spring- 
Filled Corp. v. Kay Mfg. Corp.,” the court criticized 
the admission by the licensee of the validity of patents 
other than those under which the licensee was licensed. 
There is little, if any, public interest in recognizing an 
admission of validity of patents under which a licensee 
has enjoyed no benefits. 


ENFORCEMENT OF PATENT RIGHTS 
AND INFRINGEMENT 


The Patent Act of 1952 effects certain changes in pat- 
ent procedures and infringement remedies which may 
well change the impact of the antitrust laws in their 
relationship to patent practices. It is the author’s pur- 
pose to consider those sections of the new law thought 
most pertinent to this problem. 


Section 253 


This section introduces a new rule with regard to the 
necessity for disclaiming invalid claims. It specifies: 


Whenever, without any deceptive intention, a claim of a patent 
is invalid the remaining claims shall not thereby be rendered 
invalid. ... 


The related Section 288 states: 


Whenever, without deceptive intention, a claim of a patent is 
invalid, an action may be maintained for the infringement of 
a claim of the patent which may be valid. The patentee shall 
recover no costs unless a disclaimer of the invalid claim has 
been entered . . . before commencement of the suit. 


Thus, Section 253 mitigates the harsh rule of Maytag 
Co. v. Hurley Machine Co.,” where the patentee lost 
his entire patent right for a failure to file a disclaimer 


65 139 F.2d 781, 59 U.S.P.Q. 349 (2d Cir. 1943). 
66 307 U.S. 243 (1939). 
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of an invalid claim not previously adjudicated. Never- 
theless, as indicated in Section 288 there is an encour- 
agement for the patentee to disclaim invalid claims since 
otherwise he is penalized with the loss of costs. Even 
in this respect, however, the new rule is more liberal 
since it is sufficient to disclaim before commencement 
of suit and the patentee is not penalized even though 
there may be a long delay in disclaiming.” 

Moreover, Section 253 is limited to an outright dis- 
claimer and does not permit amendatory disclaimers in 
that it specifies: “...A patentee... may... make 
disclaimer of any complete claim... .” This is a statu- 
tory confirmation of the rule of Altoona Publix Thea- 
tres, Inc. v. American Tri-Ergon Corp., where the Court 
stated: “With the invalid disclaimer must fall the orig- 
inal claims as they stood before the disclaimer. .. .”“ 
The amendatory or “chiselling” disclaimer is therefore 
clearly abolished. Accordingly where the patentee finds 
that his claim is invalid because it is too broad and 
where he has no claim expressing his invention with the 
maximum degree of breadth to which he thinks he is 
entitled, his only recourse is to file an application for 
reissue. This may involve certain difficulties with re- 
gard to whether the claim was timely or whether the 
failure to have made the desired claim was through 
inadvertence. 

Under the former statute a valid reissue could be 
obtained only when the original patent was defective or 
insufficient by reason of “inadvertence, accident or mis- 
take and without fraudulent or deceptive intention.” 
Even under the new statute however, Section 251, a 
reissue can be obtained only when: 


... any patent is, through error without any deceptive intention, 
deemed wholly or partly inoperative or invalid, by reason of a 


67 See Marconi Wireless Co. v. United States, 320 U.S. 1, 59 (1943) where 
there was a ten year delay in disclaiming the invalid claim. 
68 294 U.S. 477, 492 (1935). 
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defective specification or drawing or by reason of the patentee 
claiming more or less than he had a right to claim in the 
patent. . . .°° No new matter shall be introduced... . 

No reissued patent shall be granted enlarging the scope of the 
claims of the original patent unless applied for within two years 
of the grant of the original patent. 


Section 271 (a) 


This section provides in part: 


(a) Except as otherwise provided in this title, whoever without 
authority makes, uses or sells any patented invention, within 
the United States during the term of the patent therefor, in- 
fringes the patent. 

(b) Whoever actively induces infringement of a patent shall 
be liable as an infringer. 

(c) Whoever sells a component . . . or a material or apparatus 
for use in practicing a patented process, constituting a material 
part of the invention, knowing the same to be especially made 
or especially adapted for use in infringement of such patent, 
and not a staple article or commodity of commerce suitable for 
substantial noninfringing use, shall be liable as a contributory 
infringer. 


This is the first time that the statute has specified 
what constitutes infringement of a patent or expressly 
recognized contributory infringement, as heretofore ac- 
tions for infringement were recognized under the gen- 
eral tort law and actions for contributory infringement 
under the general rule of joint tortfeasance. However, 
as a result of the trend of recent cases it had become 
extremely difficult for a patentee to obtain relief for 
contributory infringement of his patent. For example, in 
Leitch Mfg. Co. v. Barber Co., the court, per Mr. Justice 
Brandeis, denied relief against contributory infringe- 
ment of a process patent where the defendant was sup- 
plying materials for carrying out the process.” How- 
ever, on the general question of infringement, the new 
statute is more severe as the existing law makes no ex- 


69In Riley v. Broadway-Hale Stores, Inc., 114 F. Supp. 884, 98 U.S.P.Q. 
433 (S.D. Cal. 1953) the law was held unchanged. 

70 302 U.S. 458 (1938); accord, Mercoid Corp. v. Mid-Continent Investment 
Co., 320 U.S. 661 (1944) ; cf., Carbice Corp. v. American Patents Development 
Corp., 283 U.S. 27 and 420 (1931). 
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ception for use which is merely experimental, philo- 
sophical, scientific or inquisitive.” 


MISUSE 


The foregoing statute sections have been considered 
from the standpoint of the effect of the statute upon 
court rulings on the question of validity or on the right 
to enjoin the infringement by whatever available pro- 
cedure. This indirectly affects the scope of the antitrust 
laws by fixing the line of demarcation between the pat- 
entee’s power to prevent competition by relying wholly 
upon the patent laws, that is, remaining within the scope 
of the patent right, and the patentee’s attempting to pre- 
vent competition by conspiring or combining with oth- 
ers or by fixing restrictive conditions in his contracts 
which would in terms purport to be enforceable under 
the contract law but not under the patent law, thereby 
running afoul of the provisions of the Sherman Act” 
or the Clayton Act.” Whether a patent is valid or 
whether procedures are adequate for enforcing a patent 
is the dividing line between proceeding lawfully under 
the patent laws to exclude competition and relying on 
the exacting of an unlawful promise from another not 
to compete. 

However, there is another related body of law which 
has confronted the patentee with the danger that he 
would be held guilty of misuse of his patent and there- 
fore be unable to enforce even those rights which were 
properly within the scope of his patent and which rested 
upon the patent laws as distinct from any contractual 
arrangement. 


71 For the old rule in such cases see 3 WALKER ON PATENTS 1682 (Deller’s 
ed., 1937) citing Poppenhusen y. Folks, 19 Fed. Cas. 1048, No. 11, 279 
(C.C.S.D. N.Y. 1861). 


7226 Stat. 209 (1890), as amended 50 Strat. 693 (1937), 15 U.S.C. § 1 
et seq. (1952). 


78 38 Srat. 731 (1914), 15 U.S.C. § 18 (1952). 
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Section 271 (d) 


This section, which deals with misuse, provides as 
follows: 

No patent owner otherwise entitled to relief for infringement 
or contributory infringement of a patent shall be denied relief 
or deemed guilty of misuse or illegal extension of the patent 
right by reason of his having... : 
(1) derived revenue from acts which if performed by another 
without his consent would constitute contributory infringement 
of the patent; 
(2) licensed or authorized another to perform acts which if 
performed without his consent would constitute contributory in- 
fringement of the patent ; 


(3) sought to enforce his patent rights against infringement or 
contributory infringement. 


Subclause 1 is of interest in connection with cases 
discussed above.“ In Leitch Mfg. Co. v. Barber Co., 
the patentee, although not in the business of laying pave- 
ments, had acquired a patent on a process for laying 
pavements which involved the use of asphaltic material 
which it manufactured and sold. Since it is a long 
recognized rule that the vendor of the material who 
Owns a patent thereon or on the use thereof grants by 
implication a license to make use of what he has sold 
to the vendee, all of the patentee’s customers automati- 
cally got a license under the process patent. This is 
analogous to the right of way to the highway which the 
purchaser of back land acquires from the former owner 
of the whole tract. However, when the patentee at- 
tempted to enforce the patent against an infringer who 
obtained the asphaltic material from another source, the 
Court ruled that there had been a misuse of the patent 
since the patentee was endeavoring to control the use of 
an unpatentable material by granting licenses only to 
those persons who purchased the material from the pat- 
entee. The Court held that when the owner of a proc- 
ess patent neither carries out the process nor grants 


74 See note 70 supra. 








PATENT ACT AND THE ANTITRUST LAWS 61 


licenses under it but sells material for use in carrying 
out the process he cannot restrain other manufacturers 
from selling material although such material will be 
used by the purchasers in infringing the process claims. 
The patentee, Barber Co., later made efforts to avoid the 
practices held to be illegal but was unsuccessful in 
adopting a method of doing business which would meet 
with judicial approval under the rule of the Leitch Mfg. 
Co. v. Barber Co. case.” Similar decisions in other cases 
have resulted where the patentee endeavored to adopt a 
method of business acceptable under the rule of the 
Leitch case."* If in the Leitch case, Barber Co. had 
merely owned the patent and had not sold any of the 
asphaltic material, it could presumably have enjoined 
contributory infringement of the patent against another 
who induced infringement by selling the asphaltic ma- 
terial. The purpose of sub-paragraph (1) is to permit 
the patentee, such as Barber Co., to sell such material. 
However, the new séction goes no further. If in other 
respects the patentee engages in improper practices, it 
would not appear that Section 271 (d) would afford any 
relief. 

In the case of Mercoid Corp. v. Mid-Continent Invest- 
ment Co.," and in Mercoid Corp. v. Minneapolis-H oney- 
well Co.," the Supreme Court held that the right to 
enjoin contributory infringement does not exist where 
the patentee has misused his patent by issuing a license 
calling for royalties based on sale of an unpatented com- 


75 Barber Asphalt Corp. v. La Fera Grecco Co., 116 F.2d 211, 47 U.S.P.Q. 1, 
47 U.S.P.Q. 367 (3d Cir. 1940), reversing 30 F. Supp. 497, 44 U.S.P.Q. 58 
(D. N.J. 1939). Here, Barber Corp. had sold a bituminous emulsion at a 
price per gallon including a license and also had offered an alternative license 
at one cent a square yard which license did not require purchase of the ma- 
terial from the patentee. The court held this arrangement made it uneconomical 
to spread thinly when not purchasing from Barber Corporation but rather 
offered an economic advantage to purchasers from the patentee. 

76 Dehydrators, Limited y..Petrolite Corp., Limited, 117 F.2d 183, 186, 187 
(9th Cir. 1941) ; American Lecithin Co. v. Warfield Co., 105 F.2d 207 (7th Cir. 
1939), cert. denied, 308 U.S. 609 (1939). 

77 320 U.S. 661, 60 U.S.P.Q. 21 (1944). 

78 320 U.S. 680, 60 U.S.P.Q. 30 (1944). 
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ponent of the claimed combination. In these cases Mid- 
Continent was the owner of the patent. Minneapolis- 
Honeywell was the exclusive licensee and the Mercoid 
Corporation was the vendor of a switch which was itself 
unpatented but which constituted a part of the combina- 
tion covered by the claims of the patent. Minneapolis- 
Honeywell sold the switches and threatened to sue those 
who constructed the combination utilizing switches pur- 
chased from others. With respect to Minneapolis- 
Honeywell, subsection (1) would have saved the right 
to enjoin contributory infringement so long as Minne- 
apolis-Honeywell merely sold the switches unpatented 
in themselves for the purpose of constructing the combi- 
nation but did not depend on means other than the pat- 
ent for limiting competition.” With respect to Mid- 
Continent, owner of the legal title to the patent, sub- 
section (2) is pertinent since it abrogates the rule of the 
Mercoid case penalizing the patentee, Mid-Continent, for 
exclusively licensing or authorizing another, Minne- 


apolis-Honeywell, to sell the unpatented switch for use 
in the combination.” 

In the Carbice case, the Court, per Mr. Justice Bran- 
deis, pointed out: 


The sole business of the Dry Ice Corporation is the manufacture 
of solid carbon dioxide which it sells under the name of “Dry- 
Ice.” It does not make or sell transportation packages in 
which solid carbon dioxide is used as a refrigerant. . . . But 
each invoice for solid dioxide sold by it bears this notice: 
“. . . container or apparatus provided or approved by the 
DrylIce Corporation of America shall be refrigerated or used 
only with DrylIce. .. .”™ 


79 Sub-section (1) of Section (d) of Section 271 should also be expected to 
modify the rule of B.B. Chemical Co. v. Ellis, 314 U.S. 495, 497, 498 (1942) 
where the patentee was penalized because it sold shoe manufacturers unpatented 
material thereby granting an implied license under the patentee’s method patent 
only to such purchasers. The arrangement was condemned by the Court under 
the rule of the Carbice case and the Leitch case. 


80 For a more detailed discussion of the Mercoid case, see note, Contributory 
Infringement and Misuse—The Effect of Section 271 of the Patent Act of 1952, 
66 Harv. L. Rev. 909 (1953). 


81 283 U.S. 27, 29 (1931). 
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Sub-section (1) of Section 271 (d) would not have per- 
mitted the Dry Ice Corporation to resort to tying clauses 
or otherwise violate Section 3 of the Clayton Act. How- 
ever, it would have made it possible for the patentee to 
enjoin contributory infringement of its patent on the car- 
ton notwithstanding the fact that it sold dry ice to cus- 
tomers who intended to use such cartons made by them- 
selves or by others and the patentee thereby granted im- 
plied licenses under its patent only to its customers. 

Another feature of the Mercotd case which was held 
to be a misuse of the patent was the fact that the royal- 
ties were based upon the number of unpatented switches 
sold and thereby the patentee’s compensation or revenue 
was based upon the sale by others of unpatented material 
or articles rather than upon its own sale of its material 
or upon its patent. Sub-section 2 of Section 271 appears 
to abrogate this rule, especially in view of the decision 
in Automatic Radio Mfg. Co. v. Hazeltine Research, 
Inc." where a non-manufacturing patentee such as Mid- 
Continent was permitted to charge a royalty based upon 
all articles sold by the licensee including those not com- 
ing under the patent. 

On the other hand, in March, 1953, subsequent to the 
effective date of the new act, the United States Court of 
Appeals for the Third Circuit held that although royal- 
ties may be determined by sales of unpatented materials 
used in connection with the patent, there is misuse of 
the patent where the royalty, derived from purchasers 
of unpatented material from sources other than the pat- 
entee, is so high as to drive the consumer into the arms 
of the manufacturer licensee.” 

Sub-section (3) of Section 271 (d) involves the en- 
forcement of the patent right against infringement or 
contributory infringement. Its importance lies in the 


82 339 U.S. 827 (1950). 


83 National Foam System, Inc. v. Urquart, 202 F.2d 659, 96 U.S.P.Q. 430 
(3d Cir. 1953). 
5 
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fact that in many instances, as in the Leitch case, it is 
not until the patentee attempts to enforce his patent right 
by bringing suit that there is any basis for an allegation 
of misuse. Sub-section (3) will not, obviously, prevent 
the application of the antitrust laws where such is ap- 
propriate. In Nachman Spring-Filled Corp. v. Kay 
Mfg. Co.,* the court condemned the effort on the part 
of the patentee to limit competition indirectly by exact- 
ing from a licensee an agreement not to infringe and an 
agreement to admit validity of patents which were not 
involved in the license. In another case a licensee agreed 
to manufacture only what came within the claims of the 
licensed patent.” Since these stipulations go beyond 
enforcement of patent rights against infringements, di- 
rect or contributory, the new statute would not render 
them lawful. Such arrangements are clearly beyond the 
scope of sub-section (3) and fall within the condemna- 
tion of the antitrust laws because in these cases the pat- 
entee is not merely seeking to enforce its patent right 
against infringement or contributory infringement. 
Owing to the relatively narrow scope of Section 271 
(d) in relieving the patentee of the charge of misuse or 
illegal extension of the patent right, the new law will 
affect little the body of law relating to patent pools or 
the illegal combination of patent rights. The rationale 
of these cases is that when two or more‘owners of pat- 
ents combine to acquire rights or place rights in the 
hands of one by contract beyond those which a single 
patent owner could enforce by his patents alone, a vio- 
lation of Section 1 of the Sherman Act results. Thus, 


84 139 F.2d 781, 59 U.S.P.Q. 349 (2d Cir. 1943). 


85 National Lockwasher Co. v. George K. Garrett Co., Inc., 137 F.2d 255 
i Cir. 1943). But cf. Steiner Sales Co. v. Schwartz Sales Co., 98 F.2d 999 

10th Cir. 1938), cert. denied, 305 U.S. 662_(1939) where the circuit court, 
having considered the Sherman Act and the Clayton Act, held that a provision 
in a license agreement requiring the licensee to purchase patented cabinets and 
patented improvements only from a manufacturer authorized by the licensor is 
a valid agreement not to infringe the patent covered by the license and does not 
violate the antitrust laws. 
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in Standard Oil Co. of Indiana v. United States,” agree- 
ments involving pooling by defendants of royalties on 
several patents were upheld only because there was no 
provision in any of the agreements restricting the free- 
dom of the primary defendants; that is, the patentees 
were permitted individually to issue licenses under their 
own patents alone or under the patents of all the others, 
and no contract between any of them, and no license 
agreement with a secondary defendant executed pur- 
suant thereto, imposed any restriction upon the quantity 
of gasoline to be produced, or upon the price, terms, or 
conditions or sale, or upon the territory in which sales 
might be made. The type of cross-licensing involving a 
grant-back has been held valid in some cases ™ and in- 
valid in others. Judge Parker, speaking for the court, 
held in Westinghouse Electric Corp. v. Bulldog Elec- 
tric Products Co.,” that a patentee is not precluded from 
enforcing its patent against an infringer nor from con- 
trolling prices of a licensee under its own single patent, 
where the patentee has abandoned efforts at price control 
under combination of its own patent and another’s pat- 
ent. Another case involving the illegal combination 
of patentees was United States v. New Wrinkle, Inc.” 
where Mr. Justice Reed condemned an arrangement 
whereby competing patentees assigned their patents to 
a holding company which was to grant patent licenses 
and fix minimum prices at which all licensed manufac- 
turers might sell including the original owners of the 
competing patents. 

In the foregoing cases involving patents originating 


86 283 U.S. 163 (1931). 

(198 a Machine Corp. v. Stokes & Smith Co., 329 U.S. 637 
88 United States v. General Electric Co., 80 F. Supp. 989 (S.D.N.Y. 1948). 
89 179 F.2d 139 (4th Cir. 1950). 

90 United States v. Line Material Co., 333 U.S. 287 (1948) propounded the 
rule that a combination between two different patentees whereby one was given 
the power to control prices under both patents rendered the arrangement illegal. 

91 342 U.S. 371 (1952). 
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with more than one patentee where the arrangement was 
held illegal, there was a combination to accomplish con- 
trol which was illegal without regard to whether the 
patents were valid. The statutory declaration of policy 
that a patent shall be presumed valid can therefore have 
no effect on such cases. Nor can the pronouncement of 
the new law regarding misuse in light of its narrow 
scope, prevent the application of the antitrust laws in 
this area. 


CONCLUSION 


In conclusion it appears that the Patent Act of 1952 
may be expected to affect the cases relating to antitrust 
laws in either of two ways: 

First, the act will strengthen the patentee’s right to 
rely on his patent by clarifying the question of what 
inventions are patentable and valid under Sections 100, 
103, 112, 120, 253, or 282, or by recognizing the nature 
of the action for infringement under Sections 271 (a), 
(b), (c) and 288. In this manner the patentee will more 
readily avoid the charge that he has exceeded the scope 
of his patent and relied on a conspiracy or combination 
to limit competition. 

Second, the act specifically sets forth negatively within 
the narrow compass of Section 271 (d) an area within 
which the patentee is free from the charge of misuse or 
illegal extension of the patent right. 

That the Courts do not regard the ownership of a 
patent as an exception to the antitrust laws, but a situa- 
tion where an exclusive property instead of “monopoly” 
is involved is confirmed by the reasoning of Foundry 
Services, Inc. v. Beneflux Corp.,” which involved trade 
secrets and not patents. The court in rejecting the de- 
fendant’s contention that the agreement with the English 


92110 F. Supp. 857, 97 U.S.P.Q. 36 (S.D.N.Y. 1953). 
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corporation under which the plaintiff was operating was 
void from its inception as an “international cartel” said: 


... [T]he English corporation and the plaintiff were in no sense 
competitors . . . and never had been. . . . The English corpora- 
tion, being then the sole owner and possessor of its “secret 
processes, recipes, and formulae” had no competition whatever 
as to them. . . . It could make disclosures or not; sell or not; 
as it pleased and the public had no legal interest whatever in 
that choice. . . .* 

This is entirely consistent with the assertion that under 
Lord Coke’s definition patents are not included in the 
phrase “monopoly.” Just as in the Foundry Services 
case, where an agreement to foreclose the market in a 
given territory is not held to be a violation of the anti- 
trust laws since there had never been any competition 
and therefore no restraint of competition, so also in the 
case of a patent there is no violation where the patentee 
relies solely upon his patent rights. A patentee contrib- 
utes something which did not previously exist in compe- 
tition; therefore the enforcement of valid patent rights 
does not constitute a restraint of competition but is an 
area quite separate from the subject matter of the anti- 
trust laws which involves monopoly or withdrawal from 
the public domain of that which the public already 
possesses. 


93 Jd. at 860. 
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EDITORIAL NOTES 


JUDICIAL REVIEW OF THE DISMISSAL OF 
EXECUTIVE EMPLOYEES 


I 
INTRODUCTION 


The “rights” of employees of the executive departments have been 
the subject of judicial review almost since the establishment of the 
Federal Government. The present review of the dismissal of execu- 
tive employees dates from the passage of the Pendleton Act of Janu- 
ary 16, 1883,? which culminated a campaign begun in 1864 when 
Senator Charles Sumner of Massachusetts introduced a bill to re- 
form the civil service * and which was hastened through Congress 
by the assassination of President James A. Garfield in 1881.4 Prior 
to the passage of the Pendleton Act, the appointment and dismissal 
of employees in the executive departments had been handled primarily 
on the basis of party loyalty—the spoils system. The Pendleton Act 
created a bipartisan Civil Service Commission to administer appoint- 
ments to the civil service on the basis of competitive examinations. 
The Act itself, however, contained no mention of the handling of 
the dismissal of employees. It applied initially to only some 14,000 
positions or approximately 12 per cent of the then federal employees,® 
but the President was authorized to extend coverage to other posi- 
tions at his discretion.® 

The Constitution itself makes only one reference to federal em- 
ployees not subject to Senatorial advice and consent when it states: 
“.. . the Congress may by Law vest the Appointment of such in- 
ferior Officers, as they think proper, in the President alone, in the 
Courts of Law, or in the Heads of Departments.” * 

Over the years certain accepted legal principles regarding gov- 
ernment employment have developed from judicial decisions. The 


1 Marbury v. Madison, 1 Cranch 137 (U.S. 1803). 

222 Strat. 403 (1883). 

8 The Sumner bill was followed in 1867 by a bill introduced by Representative 
Thomas A. Jenckes of Rhode Island. The campaign for the enactment of civil 
service legislation was intensive throughout the 1870’s. Reforms were started 
in individual departments (particularly the Interior Department under Secretary 
Carl Schurz) during the Hayes Administration. 2 Samuet E. Morison AaNp 
Henry STEELE COMMAGER, THE GROWTH OF THE AMERICAN Repustic 22 (4th 
ed. 1950). 

4 President Garfield was shot on July 2, 1881, but did not die until September 
19, 1881. His assassin was Charles J. Guiteau, a disappointed office seeker. 

5 Morison and Commager, op. cit. supra note 2, at 223-24. 

622 Stat. 403 (1883). 

7U.S. Const. Art II, § 2. 
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most fundamental of these principles is that government employment 
is not a right, or as Justice Holmes expressed it: “. . . Petitioner 
may have a constitutional right to talk politics but he has no consti- 
tutional right to be a policeman. . . .”* Government employment is 
a privilege, “. . . a privilege revocable by the sovereignty at will ...,” ° 
in the absence of statutory limitation. It has also generally been 
held that no property rights accrue to an employee or official from 
a government position.1° The power to dismiss is a necessary con- 
comitant of the power to appoint,“ “. . . lacking a clear statutory 
limitation. . . .”7* The discharge of an executive employee is an 
executive function only.1* In the absence of legislation there are no 
procedural requirements such as notice or hearing upon dismissal," 
and a dismissal is valid unless the procedure utilized is prohibited 
by the Constitution.*® 

With these general points in mind it should be easier to keep a 
reasonable perspective while examining some of the legislation and 
executive orders establishing dismissal procedures before proceeding 
to a discussion of actual cases involving judicial review of the dis- 
missal of executive employees. 


II 
PERTINENT LEGISLATION AND EXECUTIVE ORDERS ON DISMISSAL 


An order issued by the President on July 27, 1897, provided that 
dismissals from positions filled by competitive examinations could be 
made only upon written charges with an opportunity for defense.*® 
Congress incorporated the dual criteria of written charges and an 








8 McAuliffe v. New Bedford, 155 Mass. 216, 220, 29 N.E. 517 (1892). Holmes 
was still a member of the Massachusetts Supreme Judicial Court when he wrote 
the opinion in this case. 

® Crenshaw v. United States, 134 U.S. 99, 108 (1890). 

10 Ibid; Taylor and Marshall v. Beckham, 178 U.S. 548 (1900), in which 
Fuller, C.J., at 576 said: “The view that public office is not property has been 
generally entertained in this country.” 

11 Myers v. United States, 272 U.S. 52 (1926); Morgan v. Tennessee Valley 
Authority, 115 F.2d 990 (6th Cir. 1940), cert. denied, 312 U.S. 701 (1941). 

12 Levine v. Farley, 107 F.2d 186, 190 (D.C. Cir. 1939). 

13 Humphrey’s Executor v. United Saran, 295 U.S. 602 (1935); Washington 
v. Clark, 84 F. Supp. 964, 966 (D.D.C. 1949). 

14 Shurtleff v. United States, 189 7 : 311 (1903), in which Peckham, J., at 


318 said: “. The right of removal . . . would exist as inherent in ‘the 
power of ‘appointment unless taken away in plain and unambiguous lan- 
guage. . 


15 Deak v. Pace, 185 F.2d 997 (D.C. Cir. 1950). 


16 Specifically this order provided: “No removal shall be made from any 
position subject to competitive examination except for just cause and upon 
written charges filed with the head of the department or other appointing officer, 
and of which the accused shall have full notice and an apportunity to make 
defense.” 14 Ann. Rep. Civ. Serv. Comm. 133 (1897). 
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opportunity for defense in the Lloyd-La Follette Act of August 24, 
1912." The Lloyd-La Follette Act in its amended form today pre- 
scribes : 


(a) No person in the classified civil service of the United States 
shall be removed or suspended without pay therefrom except 
for such cause as will promote the efficiency of such service and 
for reasons given in writing. Any person whose removal or 
suspension without pay is sought shall (1) have notice of the 
same and of any charges preferred against him; (2) be fur- 
nished with a copy of such charges; (3) be allowed a reason- 
able time for filing a written answer to such charges, with affi- 
davits; and (4) be furnished at the earliest practicable date 
with a written decision on such answer. . . .*® 


The detailed procedures to be followed in removing classified civil 
service employees are spelled out in executive orders which are com- 
piled as Civil Service Regulations in the Code of Federal Regula- 
tions.® 

The reason behind the enactment of the Lloyd-La Follette Act of 
1912 was summarized in an opinion of the Attorney General dated 
June 23, 1913: 


The reasons for requiring this procedure for the removal of 
persons occupying competitive positions is apparent. Such per- 
sons are appointed as the result of examination in accordance 
with the Civil Service Rules, by which their qualifications for 
the positions they hold are determined, and they are not merely 
the personal selection of the head of the department in which 
they serve. Having no arbitrary right of selection, it may well 
be said that the head of a department should have no arbitrary 
right of removal. But these considerations do not apply to 
persons occupying excepted positions. Since their appointment 
rests on personal selection, they can logically claim no better 
tenure. But the right of personal selection would be defeated 
if a person so selected could not be removed at the pleasure of 
the appointing power.”° 


The terms “competitive status” and “classified civil service posi- 
tion” have distinct meanings in civil service usage. The two terms 
have been defined and distinguished by the courts as follows: 


Status and service are different terms in civil service parlance. 
Competitive status is one which permits promotion, transfer, 
reassignment or reinstatement without competitive examination. 
The term “service” refers to positions or offices. A person is 
in the classified civil service when he has a competitive status 


17 37 Stat. 555 (1912). 

1862 Stat. 354 (1948), 5 U.S.C. § 652(a) (1952). 
195 Cope Fep. Rec. § 9.102 (Cum. Supp. 1954). 
20 Ops. Atr’y GEN. 181, 182-83 (1913). 
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and occupies a classified position in the executive branch of the 
Government. He is not in the service when he does not occupy 
a position, even though he has competitive status.” 


Determining what positions are classified civil service positions is 
delegated by statute to the President who “. . . is authorized by 
Executive order to cover into the classified civil service any offices 
or positions in or under an executive department, independent estab- 
lishment, or other agency of the Government. . . .”?* Under this 
grant of authority it was possible for the President to issue an Ex- 
ecutive Order on March 31, 1953, creating three schedules (A, B, 
and C) for positions excepted from the classified service.2* Since 
dismissals from excepted positions were subject to the President’s 
discretion, this Executive Order prescribed that Civil Service Rules 
and Regulations should apply to removals from positions listed in 
Schedules A and B of persons who had competitive status. The 
President, however, exercising his discretion issued a new Executive 
Order on June 25, 1953, which stated that removals from Schedule A 
positions should not be subject to the Civil Service Rules and Regu- 
lations.** 

The statutory enactments governing the dismissal of executive 
employees are generally speaking worded quite broadly. They give 
the President power to establish the detailed rules and regulations. 
The President’s authority to determine which positions are to be 
included within or removed from civil service system is limited only 
in those cases in which positions are placed within the classified 
service by specific statutes. The only other limitation, under the 
present statutes, on the President’s authority is his own political 
discretion. 


III 
JupiciaL Review or DISMISSALS 


In 1939 the Court of Appeals for the District of Columbia uttered 
a statement which is even more true today, saying: “. .. The printed 
volumes of our reports are full of cases where aggrieved government 
employees have sought mandamus either to compel reinstatement or 


21 Bailey v. Richardson, 182 ay 46, 53 (D.C. Cir. 1950), aff'd by equally 
divided court, 341 U.S. 918 (1951 

2254 Srat. 1211 (1940), 5 U.S. ¢ Ne on (a) (1952). 

23 Exec. Order No. 10440, 18 Fep. Rec. 1823 (1953). Schedule A was to 
include positions not of a confidential or policy-determining character for which 
it is not practicable to examine; Schedule B was to include positions not of a 
confidential or policy-determining character for which it is not practicable to 
hold competitive examinations but for which non-competitive examinations can 
be prescribed; and Schedule C was to include positions of a confidential or 
policy-making character. 

24 Exec. Order No. 10463, 18 Fep. Rec. 3655 (1953). 
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to correct their official status... .” 25 The examination of a number 
of cases, some of which are important and well-known Supreme 
Court decisions, will serve to illustrate the accuracy of the statement 
as to the frequency with which government employees have turned 
to the courts for review of their dismissal. 

Based on length alone the most monumental decision concerning 
the dismissal of an executive employee was the Myers *° case decided 
in 1926 which, including the three dissents, filled some 243 pages 
of the official reports. The case involved the dismissal of a post- 
master, before the expiration of his term of office, who had been 
appointed by the President subject to the advice and consent of 
the Senate. In an opinion upholding the dismissal, Chief Justice Taft 
stated: “The power to remove inferior executive officers, like that 
to remove superior executive officers, is an incident of the power 
to appoint them, and is in its nature an executive power. .. .” 7” 
This case decided the point that the President can remove any ex- 
ecutive officer appointed by him with the advice and consent of the 
Senate, that such a removal does not require the assent of the Senate, 
and that such assent cannot be required by statute. 

The decision in Myers case was limited to purely executive officers 
by the Supreme Court in the Humphrey*® case in 1935. This case 
held that the dismissal of a member of the Federal Trade Commission 
without cause was invalid. A member of the Federal Trade Commis- 
sion was viewed as holding an office “. . . neither political nor execu- 
tive, but predominantly quasi-judicial and quasi-legislative. . . .” 
Speaking for the Court, Justice Sutherland said: 


. . . Whether the power of the President to remove an officer 
shall prevail over the authority of Congress to condition the 
power by fixing a definite term and precluding a removal except 
for cause, will depend upon the character of the office; the 
Myers decision, affirming the power of the President alone to 
make the removal, is confined to purely executive officers; and 
as to officers of the kind here under consideration, we hold that 
no removal can be made during the prescribed term for which 
the officer is appointed, except for one or more of the causes 
named in the applicable statute.*° 


Some of the earlier decisions laid the foundations on which the 
Myers and Humphrey cases were decided. In an 1886 decision ** the 


25 Levine v. Farley, 107 F.2d 186, 190 (D.C. Cir. 1939). 

26 Myers v. United States, 272 U.S. 52 (1926). 

27 Td. at 161. 

28 Humphrey’s Executor v. United States, 295 U.S. 602 (1935). 
29 Td. at 624. 

30 Jd. at 631-32. 

81 United States v. Perkins, 116 U.S. 483 (1886). 
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Supreme Court ordered a naval cadet-engineer reinstated because he 
had not been dismissed pursuant to statutory requirements. The 
Court quoted with approval a view expressed in the case by the 
Court of Claims: 
We have no doubt that when Congress, by law, vests the ap- 
pointment of inferior officers in the heads of Departments it 
may limit and restrict the power of removal as it deems best 
for the public interest. The constitutional authority in Congress 
to thus vest the appointment implies authority to limit, restrict, 
and regulate the removal by such laws as Congress may enact in 
relation to the officers so appointed.** 


In subsequent decisions the Supreme Court: (1) upheld the 
dismissal of a customs official on the ground that the right of re- 
moval is an inherent part of the power of appointment unless re- 
stricted by unambiguous language ; ** and, (2) reversed the dismissal 
of a clerk in a Department of the Interior field office ** who had been 
blanketed into the civil service system because the dismissal did not 
conform to President’s order of July 27, 1897, requiring dismissals 
only upon written charges with an opportunity for defense.** The 
Supreme Court decided in Nicholas v. United States,** a case in- 
volving dismissal of a customs inspector, that where an employee 
delayed three years before taking any steps to test the legality of 
his dismissal the delay was fatal. 

The Levine ** case, decided in 1939, contains an excellent review 
of cases involving the dismissal of executive employees up to that 
time. The United States Court of Appeals for the District of Co- 
lumbia refused to reinstate a postal clerk stating: 


We, therefore, hold that, where action is taken in removing from 
office an employee in the classified service and the action is in 
accordance with the requirements of the statute relating thereto, 
such action is not reviewable by mandamus, and a court of law 
has no jurisdiction to inquire into the guilt or innocence of 
the employee as to the charge upon which he was removed. . . .** 


The courts have generally abstained from interfering with the 
dismissal of executive employees unless there has been a clear viola- 
tion of statutes or executive orders or unless the positions are not 
primarily of an executive nature. 


82 Jd. at 485. 

83 Shurtleff v. United States, 189 U.S. 311 (1903). 

84 United States v. Wickersham, 201 U.S. 390 (1906). 

3514 Ann. Rep. Civ. Serv. Comm. 133 (1897), supra note 16. 
86 257 U.S. 71 (1921). 

87 Levine v. Farley, supra note 12. 

38 Jd. at 191. 
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IV 
Tue Loyatty CASES 


The loyalty cases in the period since the end of World War II are 
deserving of special consideration in any discussion of the dismissal 
of executive employees. The Truman Loyalty Program was estab- 
lished by an Executive Order dated March 21, 1947.°° The program 
prescribed an investigation as to the loyalty of applicants for posi- 
tions and authorized investigation of persons already in the govern- 
ment service. Loyalty boards were to be set up in executive de- 
partments and a Loyalty Review Board was established under the 
Civil Service Commission. Procedures governing loyalty dismissals 
were spelled out in the executive order authorizing notice, hearing, 
and appeal. 

In the Bailey *° case an unsuccessful challenge was made of the 
process authorized in the Truman Loyalty Program for determination 
of a government employee’s disloyalty and for his dismissal from 
government service. The case, however, did not present a clear 
test of the dismissal of a competitive status classified civil service 
employee since the court specifically found that the employee, Dorothy 
Bailey, was not in the classified civil service. The Bailey case con- 
tains the most recent comprehensive review concerning the dismissal 
of government employees which has been made by the courts. The 
conclusion of the majority opinion, nevertheless, indicates the limited 
field which the court felt it could review: 


We conclude that the Executive Order before us and the pro- 
ceedings under it violated no congressional limitation upon the 
executive power of removal; that no constitutional right was 
involved in this non-appointment or dismissal; and that, insofar 
as the circumstances imposed hardship upon the individual, the 
exigencies of government in the public interest under current 
conditions must prevail, as they always must when a similar 
clash arises.** 


It has been necessary for the courts to intervene in loyalty cases 
to require that the charges preferred against employees be specific 
enough to be answerable. Thus in Deak v. Pace * it was held that 
a mere allegation of attendance of communist meetings was not 
specific enough and that the charges must contain information as to 


89 Exec. Order No. 9835, 12 Fep. Rec. 1935 (1947). 

40 Bailey v. Richardson, 182 F.2d 46 (D.C. Cir. 1950). For case note com- 
ments on this case see 19 Geo. WasuH. L. Rev. 712 (1951), 38 Geo. L.J. 672 
(1950), 50 Micu. L. Rev. 768 (1952), 99 U. or Pa. L. Rev. 98 (1950), 36 Va. 
L. Rev. 675 (1950). 

41 Bailey v. Richardson, id. at 65. 

42185 F.2d 997 (D.C. Cir. 1950). 
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the time and place of the meetings of the organizations attended. 

The court held: 
We think that in keeping with the plain terms of the statute 
and the Secretary’s order the information must be sufficient to 
inform the employee with reasonable certainty and precision 
of the cause for his removal. Only thus can he, upon receiving 
the information, take full advantage of the right granted by the 
statute to “submit, within thirty days thereafter, such statements 


or affidavits, or both, as he oe desire to show why he should 
be retained and not removed.” . 


In a very recent decision, Money v. pane it was held that 
charges to remove a federal employee from the classified civil service 
would not be sufficient unless the names of the women involved were 
furnished in a charge that the employee had made improper advances 
at a lunch hour birthday office party; and unless the charge also 
contained the names of girls and places and proximate dates of al- 
leged molestations and abnormal sexual relations with girls in their 
teens. The insistence of the courts that the charges in loyalty-security 
cases be reasonably specific has undoubtedly had a salutary effect 
on the program. 

The courts will also intervene in loyalty cases if they think the 
actions of the administrative agencies are too arbitrary as in the 
Joint Anti-Fascist Refugee Committee Cases.*® In these cases the 
Attorney General designated, without notice or hearing, three or- 
ganizations as communistic in a list furnished to the Loyalty Review 
Board for use in connection with making loyalty determinations of 
government employees. Justice Burton speaking for the Supreme 
Court said: 

Since we find that the conduct ascribed to the Attorney General 
by the complaints is patently arbitrary, the deference ordinarily 
due administrative construction of an administrative order is not 
sufficient to bring his alleged conduct within the authority con- 
ferred by Executive Order No. 9835. The doctrine of admini- 


strative construction never has been carried so far as to permit 
administrative discretion to run riot. Fs 


The loyalty program was subject to an extensive review in the 
spring of 1953 by the new administration. A new program was an- 
nounced on April 27, 1953, in Executive Order No. 10450.47 Thus 
far the new program has not been subjected to any such intensive 
judicial review as the prior program received in the Bailey case. 

43 Td. at 999. 

44208 F.2d 34 (D.C. Cir. 1953). 

45 Joint oe Refugee Committee v. McGrath, 341 U.S. 123 (1951). 


46 Jd, at 1 
47 Exec. Tie No. 10450, 18 Fep. Rec. 2489 (1953). 
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Vv 


Tue RotHu Case 


The latest furor in civil service circles has resulted from the De- 
cember, 1953, decision of Judge Richmond B. Keech, United States 
District Court for the District of Columbia, in the case of Roth v. 
Brownell,*® and its reversal by the United States Court of Appeals 
for the District of Columbia on July 16, 1954.*° A petition for writ 
of certiorari to the Supreme Court was filed by the Department of 
Justice on September 3, 1954, Judge Keech having stayed the order 
on the mandate pending final disposition of the case. 

Leo A. Roth is an attorney who occupied various legal positions 
in the executive department from July, 1938, until his dismissal by 
the Department of Justice on July 31, 1953. In 1943 Roth was 
given a classified civil service competitive status under the Ramspeck 
Act and Executive Order 8743 *° which placed most attorney posi- 
tions in the executive department into the classified civil service and 
gave the incumbents competitive status by non-competitive examina- 
tions. In 1947 attorney positions were presumably removed from the 
competitive service by an executive order." This order also provided 
that if a position was occupied by a person, such as Roth, who had 
competitive status, his separation from that position should be only 
in accordance with Civil Service Rules and Regulations. In 1951 
Roth transferred from his competitive status position in the Depart- 
ment of Justice to the Office of Price Stabilization (OPS) with re- 
employment rights at Justice. Roth’s position at OPS was terminated 
on April 30, 1953; and after some disagreement between Justice and 
the Civil Service Commission, he was restored to his attorney posi- 
tion in Justice on June 22, 1953. On June 25, 1953, an executive 
order *? was issued declaring Civil Service Rules and Regulations 
were not applicable to removals from positions listed in Schedule A, 
a list of positions excepted from competitive status because of their 
policy or confidential nature, which included Roth’s position. On 
June 29, 1953, Roth was notified he was being dismissed on July 31, 
1953. He was given neither a statement of reasons for his removal 
nor a hearing so he appealed to the Civil Service Commission. The 
Chairman of the Civil Service Commission wrote to the Attorney 


48117 F. Supp. 362 (D.D.C. 1953). 
49 No. 12126, D.C. Cir., July 16, 1954. 


50 Ramspeck Act, 54 Stat. 1212 (1940), 5 U.S.C. § 63lb (1952); Exec. 
Order No. 8743, 6 Fep. Rec. 2117 (1941). 


51 Exec. Order No. 9830, 12 Fep. Rec. 1259 (1947). 
52 Exec. Order No. 10463, 18 Fep. Rec. 3655 (1953). 
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General on July 24, 1953, that the Commission considered that Roth 
was entitled to notice of the charges against him with an opportunity 
to answer as provided in the Lloyd-La Follette Act ** and that Roth’s 
dismissal notice should be canceled. The Department of Justice 
ignored the Civil Service Commission, and Roth was separated from 
the government service on July 31, 1953.°* 

Roth brought an action in the United States District Court for 
the District of Columbia moving for summary judgment declaring his 
dismissal unlawful and void as a violation of the Lloyd-La Follette 
Act and for failure to conform with the Civil Service Regulations *° 
and ordering him restored to his position in the Department of Jus- 
tice. Roth contended that as a one-time competitive status employee 
in a classified position he had acquired a statutory right to the re- 
moval procedures prescribed by the Lloyd-La Follette Act which 
could not be divested by changing the classification of his position 
to an excepted status in 1947. The Department of Justice made a 
cross motion for summary judgment contending Roth’s dismissal was 
in conformity with Executive Order 10463, June 25, 1953,°* which 
provided that Civil Service Rules and Regulations should not apply 
to removals from positions listed in the Schedule A excepted classi- 
fication. 

Judge Keech granted the Justice Department’s crossmotion and 
held that there is no statutory bar to the reclassification of positions 
in government service as Schedule A excepted positions nor to the 
removal of persons in such reclassified Schedule A positions without 
compliance with the provisions of the Lloyd-La Follette Act. In 
an opinion reversing Judge Keech, Judge Edgerton of the United 
States Court of Appeals for the District of Columbia, speaking for 
himself and Judges Prettyman and Bazelon, held that the Lloyd-La 
Follette Act prevents removal from the classified civil service by re- 
classification of the position unless there is compliance with the re- 
moval procedures of that Act.57 Judge Keech had reasoned that the 
President, under his grant of authority “. . . to prescribe such regu- 
lations for the admission of persons into the civil service of the 
United States as may best promote the efficiency thereof . . .”,°* may 
determine whether positions are to be included or excepted from the 


(19835 Stat. 555 (1912), as amended 62 Stat. 354 (1948); 5 U.S.C. § 652 (a) 

54 For further information regarding the circumstances, see statement of facts 
oa for Defendants, pp. 1-4, Roth v. Brownell, 117 F. Supp. 362 (D.D.C. 
1953) 


55 5 Cope Fep. Recs. § 9. - Rong Supp. 1952). 

56 Exec. Order No. 10463, 1 ~~ Rec. 3655 (1953). 
57 Roth v. Brownell, supra ab 

58 Rey. Star. § 1753 (1875), 5 Us. C. § 631 (1952). 
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classified civil service and held that the Lloyd-La Follette Act did 
not limit this authority in regard to the removal of incumbents with 
competitive status such as Roth. This “formula,” as Judge Edgerton 
termed it, was rejected by the appellate court. A clear-cut issue 
has thus been raised for the Supreme Court to consider. 


A 
The Decision in Perspective 


Judge Keech’s decision in the Roth case as reported in the press 
caused serious alarm among government employees. One report 
referred to the decision as an “A-bomb” dropped on the federal 
service,* and a widely read civil service reporter wrote that if the 
decision were sustained “. . . the President will be able to fire Federal 
employees summarily, ignoring the general and special acts of Con- 
gress to give them job protection.” © 

Judge Keech, however, had been careful to state that “. . . there 
is no statutory bar to reclassifying positions as Schedule A excepted 
positions or to permitting summary removal of persons in such 
reclassified Schedule A positions. . . .” °' (Emphasis supplied.) Al- 
though no statutory bar was found by Judge Keech, undoubtedly 
those positions placed under the classified civil service by specific 
statutes cannot be reclassified by the executive and Judge Edgerton’s 
decision has of course assuaged these fears. 

The Roth case can be distinguished from the Lamb *® case which 
had held that a competitive status employee transferred to an excepted 
Schedule A position from a classified position was entitled to removal 
rights. While the Lamb case was correct under the regulations in 
effect when it was decided, the Roth case involved a later executive 
order,®* one whicli changed the regulations so as to withdraw Sched- 
ule A employees from the group entitled to removal rights. 

It is believed that Judge Keech correctly interpreted the controlling 
statutes and executive orders applicable to the facts of the Roth case. 
In any event, it is submitted that Congress, not the courts, is the 
proper forum to determine whether the procedures of the Lloyd-La 
Follette Act are to be applied to reclassification removals since the 
question is one of policy rather than legality. 


59 Cramer, Court Decision Not Binding Yet, Washington Daily News, Dec. 
17, 1953, p. 2, col. 1. 


60 Kluttz, Roth Ruling Imperils CSC Job Security, Washington Post, Dec. 
20, 1953, p. 1, col. 7. 


61 Roth v. Brownell, supra, note 48, at 365. 
62 Lamb v. United States, 90 F. Supp. 369 (Ct. Cl. 1950). 
63 Exec. Order No. 10463, 18 Fep. Rec. 3655 (1953). 
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B 
Attempts to Restrict Dismissal of Government Attorneys 


An issue, not of paramount importance but nevertheless involved 
in the Roth case, was raised by the fact that Roth’s position was that 
of a government attorney. The question of whether attorneys em- 
ployed as such by the federal government should be included in the 
classified service has long been a troublesome one. In 1939 the 
President appointed a committee headed by Justice Reed to study 
and make recommendations in regard to recruiting personnel for 
professional and scientific positions. The report of the Reed Commit- 
tee ** stated: 


. . . The lawyer, in contrast with the ordinary professional em- 
ployee of the Government, is inevitably thrown into the heart 
of the policy-making process and of necessity has an important, 
and often a controlling, voice in the major issues of his depart- 
ment or agency... .© 


The Reed Report recommended the creation of a Board of Legal 
Examiners to select names for legal registers from which appoint- 
ments would be made. Executive Order 8743 © of April 23, 1941, 
implemented the recommendations of the Reed Committee and 
blanketed attorneys under the civil service system. Roth achieved 


his competitive status under this executive order. 

The inclusion of attorney positions in the classified service met 
with almost immediate Congressional disapproval which steadily in- 
creased.** Faced with repeated Congressional refusal to appropriate 
funds for the Board of Legal Examiners, the President issued Execu- 
tive Order No. 9830 ®* on February 24, 1947, removing attorney posi- 
tions from the competitive service and placing them in Schedule A 
where they still remain. 

The confidential relationship between attorney and client which 
certainly applies to the government as much as to private clients 
raises serious questions as to whether attorney positions should ever 
have been included within the classified service. The executive 
agencies have a right to advice from counsel in whom they have con- 
fidence. Limitations, statutory or judicial, on the dismissal of at- 
torneys would prevent the executive agencies from choosing their 
counsel with the complete freedom from which confidence will de- 


64 H.R. Doc. No. 118, 77th Cong., Ist Sess. 1 (1941). 
65 Jd. at 31. 
66 Exec. Order No. 8743, 6 Fep. Rec. 2117 (1941). 


87 For a summary of this disapproval, see Brief for Defendants, pp. 12-13, 
supra note 52. 


68 Exec. Order No. 9830, 12 Fep. Rec. 1259 (1947). 
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velop. It is believed the executive agencies should not be restricted 
in selecting their attorneys. 


VI 
CoNCLUSION 


In general, judicial review of the dismissal of executive employees 
has been limited to safeguarding the statutory rights of the em- 
ployees. Those rights are limited basically to a right to know the 
charges and an opportunity to reply. Unless there has been a clear 
breach of those rights the courts have refused to intervene. Never- 
theless, intervention has occurred in cases, for example, in which the 
charges are not specific enough to be answerable. 

The courts have thus recognized that the dismissal of executive 
employees is primarily an administrative matter. The attitude of 
the courts in dismissal cases was summarized in the Powell ® case 
by the Court of Appeals for the District of Columbia: 


We think it well to reiterate that in civil service cases the task 
of the courts is a limited one. Certainly they cannot undertake 
to pass on a plaintiff's qualifications for any given post, or to 
compare them with those of an incumbent. It is not within their 
province to weigh the merits of a person’s claim to a Federal job. 
Congress has established administrative machinery to make these 
determinations. Where there has been a substantial departure 
from applicable procedures, a misconstruction of governing legis- 
lation, or like error going to the heart of the administrative de- 
termination, a measure of judicial relief may on occasion be 
obtainable. . . .7° 


The loyalty dismissal cases have presented special problems for 
the courts. In these cases any injustice to the employee is clearly 
outweighed by the public interest in safeguarding national security. 
The degree of executive discretion in such cases must be much 
broader than in the ordinary dismissal case. The role of the courts 
should be primarily to prevent administrative discretion from running 
riot." 

Since it has the responsibility of administering the government, the 
executive must have as much freedom as possible in selecting and 
retaining its employees in order not to be unduly handicapped in 
performing its duties. In reviewing the dismissal of executive em- 
ployees the courts must balance executive discretion in such matters 
with safeguards for the individual. Only then will the interests of 
both nation and civil servant be protected. 

Merton G. HEnry. 

69 Powell v. Brannan, 196 F.2d 871 (D.C. Cir. 1952). 


70 Td. at 873. . 
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REGISTRABILITY OF PACKAGES AND CONFIGURATION 
OF GOODS ON THE SUPPLEMENTAL REGISTER: 
DESIGN PATENT vs. TRADE-MARK REGISTRATION 


INTRODUCTION 


One of the innovations of the Trade-Mark Act of 1946* is the 
provision for registration on the Supplemental Register of “pack- 
ages” and “configuration of goods.” Among the unique problems of 
registrability that have been presented by the inclusion of these terms 
in the statute is that of possible conflict with the provisions of the 
patent statute? relating to design patents.* Although the act has 
been in effect for seven years these problems remain unsettled. The 
purpose of this note is to consider the interpretation of the Lanham 
Act * provisions relating to such marks—whether a design patent is 
a bar to registration on the Supplemental Register and whether the 
common-law doctrines of functional and nonfunctional features of 
goods ° and dress of goods ® interact with the Lanham Act to permit 
registration of packages and configuration of goods even after the 
expiration of a design patent. 

Unlike the problem recently before the Supreme Court in Mazur 
v. Stein,’ in which it is intimated that under certain circumstances 
“works of art” may be proper subject matter for contemporaneous 
copyright and design patent, it is to be recognized that the problem 
here concerns statutes having wholly different Constitutional origins. 
The Patent Statute owes its origin to the power of Congress to pro- 
mote the useful arts,* whereas trade-mark legislation originates 
within the broad power of Congress to regulate commerce.® For the 
purpose of this note, however, the principal distinction is assumed 
to be that while patent law is wholly statutory in origin, trade-mark 
registration law, in many respects, is primarily a mere codification of 
the common law with provision for recordation of alleged trade-mark 
property rights. Thus, if a particular device (mark) would be pro- 
tectible as such at common law, and no specific language appears in 


160 Srat. 427 (1946), 15 U.S.C. § 1051 et seg. (1952). 

2 35 poy 4 1 ef seg. (1952). 

8 Jd. at § 1 

4 See note i a 

5 See RESTATEMENT, Torts, §§ 741-742 (1938). 

6 OPPENHEIM, Unram Trave Practices 256 (1950). 

7 347 U.S. 201, 100 ee 325 (1954). 

8 U.S. Const. ’Art. I, § 8: “The Congress shall haye Power . . . To promote 
the Progress of Science and useful Arts, by securing for limited Times to 
Authors and Inventors the exclusive Right to their respective Writings and 
Discoveries. . . 

®U.S. Const. “Art. I, § 8: “The Congress shall have Power... Tor 
late Commerce with foreign Nations, and among the several States, and with 
the Indian Tribes. 
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the statute in prohibition of registration thereof, it is arguable that 
registration of such a device is a matter of right rather than of 
privilege. 
I 
THE STATUTORY PROVISION 


The terms “package” and “configuration of goods” appear only in 
Section 23 (Supplemental Register) of the statute’® and “marks” 
as defined therein are registrable under appropriate circumstances. 
Although it may be contended that such a mark is also registrable on 
the Principal Register when it acquires secondary meaning under the 
provisions of Section 2(f), such a contention is beyond the scope of 
this note; therefore the terms “registration” and “registrability” 
as hereinafter employed will be understood to have reference only to 
registration on the Supplemental Register established by Section 23 
of the Act. The sole criterion of registrability of a mark on the Sup- 
plemental Register in the language of Section 23, is that “such mark 
must be capable of distinguishing the applicant’s goods.” It is as- 
sumed for the purpose of this note that marks of the character dis- 
cussed have not been previously registered on behalf of others since 
such registration would constitute an absolute statutory bar to regis- 
tration under Section 2(d) of the statute. If the nature of a par- 
ticular mark is such that it possesses the inherent or proven capabil- 
ity of distinguishing particular goods, by the express terms of the 
statute, such mark should be registered. The contention has been 
advanced that a “package” or a “configuration of goods” which has 
originally been protected under the provisions of the design patent 
law, is thereafter, as a matter of law, prohibited from assuming 
registrable status under the Trade-Mark Act. There is nothing in 
Section 23 of the Lanham Act upon which this contention can be 
based. The interpretation of the Lanham Act and the design patent 
statutes should therefore be explored to ascertain the validity of 
this contention. 


A. Absence of Judicial Interpretation 


Although seven years have elapsed since the effective date of the 
statute * the opportunity has not yet arisen for judicial interpreta- 
tion of that part of Section 23 relating to registrability of “package” 
and “configuration of goods,” for no court has had before it the 
precise problem explored in this note since the statue became law. 


1060 Strat. 435 (1946), 15 U.S.C. § 1091 (1952). 

11See Ex parte Minnesota Mining & Manufacturing Co., 92 U.S.P.Q. 74 
(Pat. Off. 1952). 

12 July 5, 1947. 
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There have, however, been several expressions of varying views as to 
what the Act means. There are those who contend that the inclusion 
of the terms “package” and “configuration of goods” in the statute 
does not provide justification for registration of alleged marks when 
such marks are not of the character protected under common-law 
trade-mark doctrines.** Others assert that rigid construction of the 
statutory terms by the Commissioner of Patents at the outset has 
gone far to reduce the effectiveness of a provision designed to create 
new and broad registration rights for marks that had been denied 
the advantages of registration in earlier legislation. Since recon- 
ciliation of the opposing views is impossible, a critical examination 
of the contrary rationales is desirable. 


B. Patent Office Construction 


The Commissioner of Patents has been called upon to construe 
with particularity the meaning and scope of the terms “package” 
and “configuration of goods” on only a few occasions since the enact- 
ment of the statute. Until recently, the decisions have been uni- 
formly adverse to the applicant and consequently adverse to those 
recommending broad registration rights predicated upon inclusion 
of the terms in the statute. Assistant Commissioner Daniels, in 
Ex parte Mars Signal-Light Co., offered the first view of the Patent 
Office policy when registrability of a mark in the nature of a sealed 
beam lamp for locomotives (an alleged “configuration of goods”) 
was asserted. He stated: 


. . . It may be that a fine line of demarcation between the sub- 
ject matter of design patents and “configuration of goods” can- 
not be drawn, but where, as here, the subject matter is of a 
nature which would clearly be subject to protection under the 
Patent Law if otherwise eligible, it would seem clear that the 
1. eames of the article should not be registered as a trade- 
mark. 


13See Derenberg, annual reports re Administration of Lanham Trade-Mark 
Act of 1946, particularly First, Second and Seventh Year Reports (1948, 1949 
and 1954) reported in 38 T.M. Rep. 831 (1948), 39 T.M. Rep. 651 (1949), 
44 T.M. Rep. —— (1954), and also published in pamphlet form by The Bureau 
of National Affairs, Inc.; also Derenberg, Copyright No-Man’s Land: Fringe 
PS = as and Artistic Property, 1953 Copyright PropLEMs ANALYZED 

3). 

14 But see Ex parte The Boye Needle Co., 100 U.S.P.Q. 124 (Pat. Off. 1954) ; 
Ex parte B. F. Goodrich Co., 98 U.S.P.Q. 197 (Pat. Off. 1953); Ex parte 
E. D. Bullard Co., 97 U.S.P.Q. 238 (Pat. Off. 1953); Ex parte B. F. Good- 
rich Co., 97 U.S.P.Q. 279 (Pat. Off. 1953); Ex parte Boyle-Midway, Inc., 
92 U.S.P.Q. 391 (Pat. Off. 1952); Ex parte Chadbourn Hosiery Mills, Inc., 
91 U.S.P.Q. 297 (Pat. Off. 1951); Ex parte Oskosh Trunk and Luggage, 86 
U.S.P.Q. 325 (Pat. Off. 1950). 
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The Trade Mark Act of 1946 clearly was not intended to re- 
peal the law as to design patents and it is not believed that an 
alternate form of protection, without limitation as to time, could 
have been intended. . . .*® 


Thus, the concepts of patentability and registrability were sharply 
defined as conflicting principles at the outset. In determining registra- 
bility little, if any, consideration was given the question of whether 
the applicant’s “mark” was capable of distinguishing his goods. 

In a subsequent case, Ex parte Minnesota Mining & Mfg. Co.,'® 
registration of a “sleigh-shaped” cellophane tape dispenser on the 
Principal Register was refused by Examiner in Chief Federico on the 
primary ground that the article was not a “trade-mark” of the char- 
acter inherently registrable on the Principal Register. However, 
tacit approval of the Mars Signal-Light rationale is apparent in the 
supportive ground of rejection based upon the applicant’s then cur- 
rent design patent disclosing the identical article. It follows that 
an attempt to register the article as a “package” or a “configuration 
of goods” on the Supplemental Register would have met with little 
success, 

In these cases two substantial precedents have been established 
in opposition to registration of the types of marks discussed herein. 
It is to be noted, however, that in neither of the cases did the Com- 
missioner consider the sole statutory test to determine registrability 
under Section 23, namely, was the mark sought to be registred cap- 
able of distinguishing the applicant’s goods? It is perhaps to be 
inferred that both cases stand for the proposition that, as a matter 
of law, a “package” or “configuration of goods,” once patented or of 
patentable character, is incapable of distinguishing goods. 

However, an indication of the more liberal view of Assistant Com- 
missioner Leeds is found in Ex parte Caron Corporation * and its 
predecessor Ex parte Extraction and Chemical Company, Inc.® In 
the latter case, a unique bottle (package), having an odd and un- 
usual conformation, was registered notwithstanding an expired design 
patent disclosing a bottle having a similar, though not identical, con- 
figuration. Emphasis in the holding is directed to the question of 
capability of the “package” to distinguish the applicant’s goods, a 
question which is defined in the decision as one of fact to be deter- 
mined in each case. 

The problem explored here was anticipated in the Caron case. A 
design patent disclosing a particular bottle design (package) had 


1585 U.S.P.Q. 173, 176 (Pat. Off. 1950). 
1692 U.S.P.Q. 74 (Pat. Off. 1952). 
17100 U.S.P.Q. 356 (Pat. Off. 1954). 
1899 U.S.P.Q. 313 (Pat. Off. 1953). 
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been issued in 1929 in the name of the (trade) mark applicant as 
assignee. Five years after expiration of the patent an application was 
filed to register the identical bottle as a “package” for a particular 
class of goods on the Supplemental Register. Registration was al- 
lowed.*® The Mars Signal-Light and the Minnesota Mining & Mfg. 
cases were distinguished and certain court decisions which had there- 
tofore been deemed to control the issue were discussed. Although 
the Caron holding appears to be grounded upon the fact of exclusivity 
of use of the mark by the applicant subsequent to expiration of the 
patent, a salutary result of the discussion therein was to direct at- 
tention to the interesting dichotomy found in the statute concerning 
“trade-marks” of a non-technical character which, through exclusive 
use, have acquired “distinctiveness,” i.e., secondary meaning, and 
those “marks” which are merely “capable of distinguishing” goods. 
An appreciation of the importance of this statutory division, together 
with a realization that a registration on the Supplemental Register 
would not in any event have provided substantive protection to the 
registrant with respect to the subject matter, apparently persuaded 
the Assistant Commissioner to allow the registration. 

In a more recent decision, however, registration has been refused 
a “configuration of goods” in the nature of a corrugated slice of 
pickle.2® Although perhaps inconsistent with the Caron rationale, no 
attempt will be made here to reconcile this with the other cases dis- 
cussed since, among other things, the Jongleux situation involves a 
mechanical patent rather than a design patent.”* 

From the foregoing it will be noted that Patent Office policy has 
undergone a pronounced change with respect to registrability of 
marks such as those discussed herein. Initially, tests of design 
patentability and rules of substantive design patent law were con- 
sidered appropriate. A more practical approach to the problem has 
developed, one wholly consonant with the statute, wherein the capa- 
bility of an applicant’s mark to distinguish his goods is recognized 

19 See also Ex parte Strohmeyer & Arpe Co., 102 U.S.P.Q. 123 (Pat. Off. 
1954) and Ex parte S. C. Clayton Co., 102 U.S. P.O. 256 (Pat. Off. 1954). 

20 Ex parte Jongleux & Lundquist, ‘Inc., 101 U.S.P.Q. 77 (Pat. Off. 1954). 

21 Examiner i in Chief Federico has refused registration of a “configuration of 
goods” in the nature of a steel floor plate having raised patterns on the surface 
thereof although he apparently conceded that the subject matter presented for 
registration distinguished the applicant’s goods. The Examiner in Chief said: 
“Even though other designs may be used and there may be some aspects of 
arbitrariness in the individual design, the primary purpose of the design is 
utilitarian and it must be characterized as functional, and for this reason con- 
sidered unregistrable. The fact that the design is recognizable is not sufficient 
to make it registrable, for if this were the criterion then every article made 
by one manufacturer in a form somewhat different from articles of like kind 
made by others would be registrable as an alleged mark.” Ex parte Alan Wood 
Steel Co., 101 U.S.P.Q. 209 (Pat. Off. 1954). The authors are pr ted to 
ask the question : Why not permit registration of every article made in a 


form somewhat different from articles of like kind if the configuration of the 
article does, in fact, distinguish the product? 
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as a question of fact. It is submitted that such an inquiry, in and of 
itself, is the sole test to determine registrability of such marks. If, 
upon a showing that an alleged mark does, in fact, distinguish ap- 
plicant’s goods, registration should follow as of right. Proof that a 
particular mark does distinguish goods a fortiori proves that the mark 
is capable of so doing. The burden upon the applicant established 
by precise and unambiguous statutory language is clearly met in such 
a situation. 

Why, then, have the opposing theories of registrability arisen? 
The language of the Trade-Mark Act of 1946 admits of little, if any, 
ambiguity and nothing expressly appears in the patent statute in 
contravention thereof. It is conceded that registration of a mark 
previously protected by a design patent appears, upon initial con- 
sideration, to run contrary to the fundamental concept of the patent 
statute and of the Constitutional provision for exclusive rights for 
“limited times.” This will be given further consideration to ascertain 
whether the construction of the trade-mark statute should be wholly 
independent of patent concepts. 


II 
CONGRESSIONAL PURPOSE 


In determining the “Congressional intent” of any legislation, 
various sources may be examined. Legislative hearings, debates, 
views expressed by parties actively engaged in the promotion of con- 
templated legislation, opinions of those eminent in the field—all may 
assist in formulating the elusive “intent” behind a particular statute. 
In determining the intent of the Trade-Mark Act of 1946, the point 
of departure under the “plain meaning” rule must be the Statute 
itself, Section 45 of which reads: 


The intent of this chapter is to regulate commerce within the 
control of Congress by making actionable the deceptive and 
misleading use of marks in such commerce; to protect regis- 
tered marks used in such commerce from interference by State, 
or territorial legislation; to protect persons engaged in such 
commerce against unfair competition; to prevent fraud and de- 
ception in such commerce by the use of reproductions, copies, 
counterfeits, or colorable imitations of registered marks; and 
to provide rights and remedies stipulated by treaties and conven- 
tions respecting trade-marks, trade names, and unfair competition 
entered into between the United States and foreign nations.?? 


Judicial limitation has been placed upon portions of the foregoing 
language,”* but the fact remains that, in the absence of some evidence 


2260 Srat. 444 (1946), 15 U.S.C. § 1127 (1952). 


23 See The American Automobile Ass’n v. Spiegel, 205 F.2d 771, 98 U.S.P.Q. 
1 (2d Cir. 1953), cert. denied, 346 U.S. 887 (1953). 
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to the contrary, Congress intended to promote and foster the aims 
of the statute as above defined. For what reason, then, did Congress 
include the terms “package” and “configuration of goods” in the 
particular enumeration of “‘marks” which may be registered under 
the provisions of Section 23? 

No specific answer to the preceding inquiry is discernable in the 
legislative history relating to Section 23. Throughout the hearings, 
however, there does run a common theme; viz., the new statute was 
to be more comprehensive concerning rights to registration than its 
predecessors, and the broad, common law concepts of unfair compe- 
tition were to be integrated therein wherever possible. 

Also of obvious importance is the fact that, by its terms, Section 23 
was to provide a continuation of certain provisions of the Act of 
1920, whereby non-technical trade-marks were deemed registrable 
for the principal purpose of assisting citizen owners in enforcing their 
rights in foreign countries. It is not without significance that the 
altruistic purpose of the Act of 1920, although much maligned as a 
result of alleged perversion in practice, was fully adopted and in- 
corporated in the new statute. 

Accordingly, the conclusion is inevitable that the terms “package” 
and “configuration of goods,” among others, were included in Sec- 
tion 23 as illustrative of the type of marks subject to registration 
thereunder. However, the terms themselves were not simply con- 
jured up from the imagination of those interested in the proposed 
legislation. Therefore, perhaps the origin of these terms may bring 
to light the purpose for, and intent with which, they were utilized. 
It is probable that the terms under consideration, as well as other of 
the remaining terms which appear in Section 23, were chosen to ex- 
emplify the broad nature of “marks” which have been the subject of 
trade-mark and unfair competition litigation at common law. In view 
of the expressed intent of the statute in its entirety, it is reasonable 
to believe that it was intended that all “marks” in which common- 
law property rights had been recognized where to be registrable on 
either the Principal or the Supplemental Register as an aid in the 
suppression of unfair competition. An examination of certain leading 
cases and accepted principles of the common law appears to sub- 
stantiate this contention. 


III 
THE Common Law 
It is an established principle of our jurisprudence that no trader 


may pass off his goods to the public as those of another. To do so 


2441 Strat. 533 (1920), 15 U.S.C. §§ 121-128 (1952). 
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is to compete unfairly and the courts will enjoin such competition. 
Unfair competition embraces a multitude of sins, too numerous to 
discuss at length here. However, two particular doctrines of the 
common law are enlightening in attempting to explain the use of 
the terms “package” and “configuration of goods” in the present 
statute. In fact, it is arguable that the term “package” owes its 
origin to the theory of “dress of goods” and that the doctrine of 
“functional and non-functional features” of goods is the basis for 
inclusion of the term “configuration of goods” in the statute. 

There have been countless cases before the courts in which plain- 
tiffs asserted that the shape or appearance of goods had come to 
identify and distinguish them in the public mind. To a degree, the 
contention is within the broad concept of secondary meaning ordi- 
narily associated with “weak” or non-technical trade-marks which 
are merely descriptive of the goods, geographically descriptive there- 
of, or simply the surname of the manufacturer. To the extent that 
the plaintiff must allege and prove that the shape or appearance of 
his product has acquired a special significance, the assertion of the 
right to protection must be predicated upon a fact situation tending 
to establish that the shape or appearance of the goods does distinguish 
them in the minds of consumers. 

There have been exclusive rights asserted in the shape or ap- 
pearance of a cereal biscuit,?> medicinal tablets,?® a washing machine,’ 
a clock,?® a coffee mill,?® and a loaf of bread,®*° to name but a few. 
Although a majority of the decisions appear to be adverse to the 
plaintiffs, the two tests applied by the courts are of interest. First, 
every court confronted with the problem has stated at the outset that 
the conduct of the defendant in copying the shape or appearance of 
plaintiff’s goods will not be permitted if such conduct results in con- 
fusion or deception of the public. The second test, and the one 
pertinent here, has evolved from the attempts of the courts to bal- 
ance the equities in each case. Under it, the defendant is permitted 
to copy slavishly the shape or appearance of the plaintiff’s goods if 


25 Kellogg Co. v. National Biscuit Co., 305 U.S. 111 (1938) (relief denied). 

26 Smith, Kline & French Laboratories v. Waldman, 69 F. Supp. 646, 72 
U.S.P.Q. 316 (E.D. Pa. 1946) (relief denied); but cf. Ross-Whitney Corp. v. 
oa Kline & French Laboratories, 207 F.2d 190, 99 U.S.P.Q. 1 (9th Cir. 

27 Maytag Co. v. Meadows Mfg. Co., 35 F.2d 403 (7th Cir. 1929) (relief 
denied), cert. denied, 281 U.S. 737 (1930). 

28 Mastercrafters Clock & Radio Co. v. Vacheron & Constantin-Le Coultre 
phe a Inc., 119 F. Supp. 209, 100 U.S.P.Q. 432 (S.D.N.Y. 1954) (relief 
enied ). 

29 Enterprise Mfg. Co. v. Landers, Frary & Clark, 131 Fed. 240 (2d Cir. 
1904) (relief granted). 


30 George G. Fox Co. v. Hathaway, 199 Mass. 99, 85 N.E. 417 (1908) 
(relief granted). 
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such shape or appearance is the result of functional design and if, 
in doing so, he does not pass off his goods as those of the plaintiff.* 

On the other hand, if the appearance or shape of plaintiff’s goods 
is the result of non-functional design, viz., the function, purpose, 
utility or production of the article is not thereby enhanced or 
simplified, the courts have been more reluctant to justify the actions 
of the defendant. Only recently in Ross-Whitney Corp. v. Smith, 
Kline & French Laboratories,** the action of the trial court in pre- 
liminarily enjoining the defendant from simulating the arbitrary shape 
of the plaintiff’s medicinal tablets was sustained, a salutary holding 
in view of the considerable, apparent contrary precedent.** The de- 
cision is not completely without support, however, and enough has 
been said to illustrate that while many such claims have been as- 
serted, more than a few have been sustained. 

It is the group of cases referred to above which must be consulted 
in determining the purpose for the inclusion of the term “configuration 
of goods” in the statute. It is believed that the term embraces the 
area defined by these cases and that the term must be construed in the 
light thereof. Litigants have asserted rights in the shape and appear- 
ance of varied goods; it is these alleged rights which are exemplified 
in the provision for registration of “configuration of goods” on the 
Supplemental Register. 

To the extent that a doctrine of “dress of goods” exists at common 
law, the foregoing comments are equally appropriate concerning the 
term “package.” Little argument is necessary, however, since the 
Patent Office has recognized this theory as evidenced by the many 
registrations already issued which disclose various boxes, containers, 
bottles and the like as marks capable of distinguishing goods. Ap- 
parently the term “package” presented comparatively little difficulty 
in interpretation as compared to the term “configuration of goods.” 
In this connection, it is interesting to note that since the effective 
date of the statute, only two registrations disclosing marks in the 
nature of a “configuration of goods” have been issued.** 

The foregoing substantiates the contention that the subject terms 
were included in the statute to indicate defined areas in which pro- 
tection of the courts had been requested, and in certain instances 
extended, in the past. Therefore, it must then be determined whether 
or not the broad patent concept of dedication stemming primarily 


81For an encouraging case involving a once patented toggle switch, see 
Detroit Stamping Co. v. West Point Manufacturing Co., 102 U.S.P.Q. 116 
(E.D. Mich. 1954). 


82 207 F.2d 190, 99 U.S.P.Q. 1 (9th Cir. 1953). 


88 Accord, The Haeger Potteries, Inc. v. Gilner Potteries, 102 U.S.P.Q. 106 
(S.D. Calif. 1954). 


34 Trade-Mark Regs. Nos. 514,953 and 549,072. 
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from the Constitutional provisions for exclusive rights only for 
“limited Times” operates to limit registrability of certain “marks” 
when no express language appears in either statute to limit trade- 
mark registration. Under the circumstances, a comparison of the 
philosophies of the respective statutes, together with a brief review 
of the law of design patents, is appropriate. 


IV 
CoNFLICTING PHILOSOPHIES 


The patent laws and trade-mark legislation are predicated upon 
diametrically opposed theories. By operation of the patent statute 
the ability of a patentee to exert a negative “monopoly” power is 
created. Not until issuance of the patent, however, may the patentee 
exclude others from the field; and he may exclude all others there- 
after only if the subject of the patent possesses “invention” and the 
patent is otherwise valid. If the patent lacks even a single condition 
upon which it is issued, the patentee is wholly without standing 
to urge any right in or to the subject matter thereof. 

On the other hand, the trade-mark statute, when considered 
broadly, “creates” few substantive or quasi-property rights. A trade- 
mark is a creature of the common law and rights therein and thereto 
exist independently of federal legislation, notwithstanding that certain 
advantages do inure to the benefit of registrants under certain pro- 
visions of the Trade-Mark Act of 1946. Essentially, the owner of a 
mark used in commerce which may be regulated by Congress is en- 
titled to the same degree of substantive protection in the courts 
whether his mark is registered in the United States Patent Office 
or not. 

Thus, while it is obvious that important procedural advantages 
are incident to registration, the registration of a mark on the Sup- 
plemental Register, does not confer any substantive rights upon the 
registrant. From the grant of a patent, however, arise the sub- 
stantive rights, en toto, claimed by the patentee; and no colorable 
claim to any right can exist without the valid grant. The following 
comments may serve to illustrate further the nature of the substantive 
patent rights arising from the grant. 


A. Scope of a Design Patent 


Article I, Section 8, Clause 8, of the Constitution of the United 
States vests Congress with the power to grant to inventors the ex- 
clusive rights to their discoveries in order to promote the progress 
of the useful arts. The statutes enacted by Congress in exercise of 
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this power illustrate by provisions relating to design patents that 
Congress intends to encourage the decorative arts.*® 

The purpose of the design patent is quite different from that of the 
mechanical patent in that designs are accorded patent protection to 
encourage ornamentation apart from factors of utility which are the 
dominant features of other inventions.*® An ornamental design is 
within the category of a “useful art” as designated in the Constitu- 
tion, and the subject matter of a design patent is directed to the 
ornamental configuration for an article of manufacture. “The in- 
vention is not the article and is not the design per se, but is the 
design applied.” ** The protection afforded by the design statute is 
for articles which possess new and artistic quality pertaining to com- 
merce, but not justifying their existence upon any functional utility. 

The presence of invention is essential to the granting of a design 
patent,** and, in determining whether a design is the subject of in- 
vention, the same standards are applied as in the case of a mechan- 
ical patent.*° However, the following critical distinction must be 
kept in mind. In the case of a mechanical patent, novelty must re- 
side in the structure of a machine, article of manufacture or the con- 
stitution of a composition of matter, whereas in the case of a design 
the inventive novelty resides in the shape or configuration or orna- 
mentation as determining the appearance or visual aspect of the object 
or article of manufacture. 

Section 289 of Title 35 of the United States Code, as enacted July 
19, 1952, provides the patentee or owner of a design patent a broad 
remedy for infringement. This section, which is a revision of pre- 
vious enactments, states that: 


Whoever during the term of a patent for a design, without license 
of the owner, (1) applies the patented design, or any colorable 
imitation thereof, to any article of manufacture for the purpose 
of sale, or (2) sells or exposes for sale any article of manufacture 
to which such design or colorable imitation has been applied 
shall be liable to the owner. . . . (Emphasis added.) 


A literal interpretation of this section of the present Patent Law 
would appear to provide a patentee with protection against any use 
of the design in connection with any article of manufacture. The 
















85 Rey. Srat. § 4929 (1874); 35 U.S.C. § 171 (1952): “Any person who 
has invented any new, original ’and ornamental design for an article of manu- 


facture ... may... obtain a patent therefor.” 
on’ {ions re Faustman, 33 C.C.P.A. (Patents) 1065, 155 F.2d 388, 69 U.S.P.Q. 


37 Ex parte Cady, 1916 Com. Dec. 62. 

38 Scoville Mfg. Co. v. United States Electric Mfg. Corp., 31 F. Supp. 115, 
44 U.S.P.Q. 397 (S.D.N.Y. 1940). 
ones ane v. Leanore Frocks, Inc., 120 F.2d 113, 49 U.S.P.Q. 686 (2d Cir. 


EDITORIAL NOTES 93 


question of actual scope of protection has been passed upon by the 
courts in only a few instances. In the greater number of cases a 
finding of invalidity of the patent or no infringement in view of simi- 
larity of defendant’s design to prior art, has precluded further de- 
termination. 

The United States Court of Appeals for the Second Circuit, how- 
ever, in Jacob Elishewitz & Sons Co., Inc. v. Bronston Brothers & 
Co.,*° substantiates a literal interpretation of the aforementioned sec- 
tion in its holding that it constitutes infringement for a defendant 
to use the plaintiff’s patented designs for braid on an article of manu- 
facture not specified in the plaintiff's patents when the design is 
visible when used on the manufactured article. In the Elishewitz 
case plaintiff owned two design patents for a weave of material. 
Defendant was held to infringe the design when he manufactured 
hats in which the weave design was visible. 

The District Court, Southern District of New York,** appears to 
have further defined the scope of protection afforded a patented de- 
sign in holding that a patent on a two-dimensional design (embroid- 
ered textile fabric design) can be infringed by a three-dimensional 
representation (applique design) which copies the patented design. 
The District Court for the Eastern District of New York,* still 
later, held that in determining whether a design patent is infringed, 
functional features are to be excluded from consideration. 

In determining infringement of a valid design patent and thereby 
effectively determining the scope of the patent, the question is whether 
the alleged infringing article of manufacture has the same appearance 
to the general observer interested in the subject or to prospective 
purchasers as the appearance of the design disclosed in the patent.* 
Stated in another manner, the test is whether the respective designs 
have substantially the same effect on the eye of ordinary observers 
giving such attention to the matter as purchasers usually give.** 

Case law and the statute support the conclusion that the scope of 
protection afforded the patentee under a valid design patent is ex- 
tremely broad. He may preclude others from making any use of his 
design regardless of the non-analogous character of the article in con- 


4040 F.2d 434, 5 U.S.P.Q. 295 (2d Cir. 1930). 


41 Amrein Freudenberg Co. v. Garfield, 6 F. Supp. 19, 21 U.S.P.Q. 312 
(S.D.N.Y. 1934). 


42 Rowley v. Tresenberg, 37 F. Supp. 90 (E.D.N.Y.), aff’d, 51 U.S.P.Q. 401 
(2d Cir. 1941). 


43 Man-Sew Pinking Attachment Corp. v. Chandler Machine Co., 33 F. Supp. 
950, 46 U.S.P.Q. 182 (D. Mass. 1940). 


one — Troy, Inc. vy. Arnold Constable & Co., 40 U.S.P.Q. 463 (S.D.N.Y. 
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nection with which such use is made. This is the true negative 
patent “monopoly”; under it every use of the validly patented de- 
sign is prohibited. 


B. Prolongation of Design Patent “Monopoly” 


It has been held that upon expiration of a statutory design patent 
“monopoly,” the subject matter thereof is dedicated to the public 
and no subsequent private right therein may be asserted.“© Two 
qualifications which appear in like holdings must, however, be con- 
sidered. The first qualification concerns the recognition by the courts 
of the broad equitable principle that, notwithstanding any patent con- 
sideration, one party may not copy the design (“package” or “con- 
figuration of goods”) of another when the result is “passing off” or 
obvious unfair competition. The further qualification is implied in 
the frequently used language to the effect that a party may not pro- 
long the design patent monopoly after expiration thereof by asserting 
quasi-property rights in the subject matter under the guise of “trade- 
mark” rights. It is the latter proposition to which the present re- 
marks are directed. 

The classic argument in opposition to the view stated in this note 
is based upon time-honored concepts of patent law in relation to the 
Constitution. The issuance of a patent is often compared to the 
making of a “contract” with the Government in which the considera- 
tion is found in the creation and exchange of a negative monopoly, 
limited as to time, in return for the accumulation of knowledge which 
becomes available to the public upon termination of the monopoly. 
Advocates of the argument insist that all proprietary rights in and toa 
design covered by a patent, particularly if the design (articles of manu- 
facture) possesses but a single use, e.g., a stocking, a clock or the like, 
cease immediately upon expiration of the patent for the reason that 
the rights arise only by virtue of the patent, and to permit continued 
assertion therein renders nugatory the Constitutional limitation, 
namely, that the exclusive rights exist only for “limited Times.” 
Therefore, and in view of the Constitutional limitation, the design 
patentee must perform his part of the “contract” by assenting to the 
use of his design by the public following the termination of his statu- 
tory monopoly. It is conceded that this argument is accepted as valid 
by some of the most learned members of the Patent and Trade-Mark 
Bar. 

It is suggested that registration of a “package” or “configuration 
of goods” on the Supplemental Register, whether the subject is then 


45 See note 25 supra. 
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under design patent or not, is not an extension or prolongation of the 
design patent monopoly. A Supplemental registration is not evidence 
of any true monopoly, i.e., exclusivity, since the statute does not 
confer exclusive rights for such marks but merely provides a remedy 
for such rights as may exist under common law.** The only condition 
precedent to issuance of such a registration is that the alleged mark 
be capable of distinguishing goods. It has been pointed out that the 
true design patent monopoly is extremely broad, enabling the patentee 
to enjoin others from making any use of the patented design. In view 
thereof, it is not understood how a registration of a mark on the 
Supplemental Register can be said to prolong this monopoly since the 
registration, in itself, confers no substantive rights upon the registrant. 
It is, in the final analysis, merely a recordation of an alleged claim. 
Whether the claim may easily be defeated in subsequent litigation 
should be of no consequence to Patent Office officials when consider- 
ing, ex parte, the question of registrability for the reason that every 
registration issued by the Patent Office is, to some degree, subject to 
attack in litigation. 

Further, use and registration of a mark necessarily implies lawful 
use of the mark in connection with particular goods. The identical 
mark may, under certain circumstances, be registered on behalf of 
another in connection with different goods. Therefore, even if a 
Supplemental registration were construed as conferring substantive 
rights upon the registrant, the foregoing limitation is obviously pres- 
ent. The scope of design patent protection is comprehensive. A 
Supplemental registration affords no “protection” to the registrant 
(except a federal forum for the assertion of common-law rights, if 
any); therefore, no monopoly, or anything comparable to the statu- 
tory patent monopoly, is prolonged or continued by the registration. 
Even if it be argued that a registration enables the registrant to assert 
continued rights in and to a particular design, it is believed that the 
substance of the patent monopoly is not thereby extended. 


C. The Statutes Compared 


A final point concerning “patentability” vis-a-vis “registrability” 
is worthy of note. Through an interplay of the applicable statutory 
provisions, one who adopts and uses a mark of the character herein 
discussed must, in the normal situation, wait a period of one year 
before obtaining registration thereof. During this period he must 
use the mark in connection with particular goods. Thus, the mark 
is registrable only upon lawful use in commerce for one year. 





46 Armstrong Paint and Varnish Works v. Nu-Enamel Corp., 305 U.S. 315, 
39 U.S.P.Q. 402 (1938). 
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Assuming arguendo that the same mark is patentable as a design, 
an application therefor must be filed within six months from the date 
of first use, whether such use be a commercial one or not. It is 
therefore obviously impossible, in the normal situation, to obtain 
registration of a mark and thereafter a design patent on the same 
subject. It is only the reverse situation which may arise; namely, 
issuance of a design patent followed by registration of the subject 
as a mark. 

Superficially, it thus appears that the user of the mark has an 
option to elect either design patent or registration. If he initially 
elects Supplemental registration, he is thereafter precluded from ob- 
taining a design patent since the public use or sale concept of patent 
law is clear. But note that he has the registration in this situation 
for whatever it may be worth. Why, then, must he sacrifice the 
registration if he chooses design patent first? 

The design patent confers the negative monopoly. The Supple- 
mental registration is merely evidence of use of the mark in connec- 
tion with particular goods and confers nothing of substance. There 
is no significant inconsistency in contemporaneous design patent and 
Supplemental registration; the objects and purpose of each are con- 
siderably different. 


CONCLUSION 


Nothing in the Trade-Mark Act of 1946 prohibits registration of a 
mark which distinguishes goods for the reason that such mark is 
currently the subject of a design patent. If a particular “package” 
or “configuration of goods” is not, and has never been, the subject of 
a design patent, and such mark can distinguish goods, it is clearly 
registrable. If the mark is disclosed in an expired design patent and 
on the date of filing application for registration therefor it distin- 
guishes goods, it, too, is clearly registrable. Therefore, in the absence 
of statutory or clear Constitutional prohibition, a current design 
patent should not operate to bar registration of the identical subject 
matter as a mark if it distinguishes the goods of the applicant. 

Inasmuch as the issuance of a Supplemental registration confers 
no substantive rights upon the registrant, issuance of the registration 
is not in basic conflict with the Patent Statute or patent clause of the 
Constitution. The statutory monopoly created by issuance of the 
design patent will cease to exist upon expiration of the patent. The 
subject matter thereof becomes publici juris and anyone may there- 
after freely use the subject if by doing so he does not compete un- 
fairly. And it is doubtful whether the courts would allow a con- 
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tinued claim to the subject matter based solely upon a current 
Supplemental registration. 

Further, it is to be noted that a Supplemental registration, although 
it is some evidence of use of a mark in connection with certain goods, 
is not evidence of any substantive right to use the mark in connection 
with the goods. Any such substantive right must be proved in court 
before the owner will prevail against another, and the registration 
(unlike a registration on the Principal Register) is of no material 
assistance to him in establishing his proof. The registration, there- 
fore, may not be utilized to preclude others from adopting and using 
a particular design upon expiration of a patent disclosing the design. 
Under certain circumstances a design patentee may be permitted to 
assert a continued right in the subject of his expired design patent, 
but his ability to do so successfully would be determined wholly apart 
from any Supplemental registration disclosing the same subject 
matter which may have been issued to him. 

In conclusion, it may be reasonable to ask the question: Why, if 
a Supplemental registration of a “package” or “configuration of 
goods” is perhaps defeasible upon expiration of a design patent 
disclosing the same subject, would anyone seek such a registration? 
Several answers suggest themselves. First, the registration may be 
necessary to enable the owner of the mark to assert some claim 
thereto in foreign countries. Second, the registration may simply 
provide a convenient form of notice to the owner’s domestic com- 
petitors that his device or mark has come to distinguish or identify 
his goods, an attribute which transcends design patent concepts and 
is wholly unrelated thereto. However, it submitted that the answer 
to the question, whatever it may be, is immaterial to the subject 
under inquiry. The Trade-Mark Act of 1946 provides for registra- 
tion of “packages” and “configuration of goods” on the Supple- 
mental Register; the motive or purpose of the applicant in seeking 
registration of such a mark should not be questioned. If his mark 
distinguishes his goods, the applicant should be entitled to a regis- 
tration whether or not the mark is the subject of current design 
patent. 

RussEuit L. Law AnD Puiuip D. JuNKINS. 
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ADMINISTRATIVE LAW — EvipENCE— WEIGHT TO BE ACCORDED 
Bioop GrouPpING TEsTs IN PATERNITY SuITS—ALIENS.—Habeas 
corpus proceedings by foreign-born Chinese who sought admission to 
the United States as alleged sons of a native American citizen father 
and a legally resident alien mother. The only evidence in opposition 
to the application was the result of relators, blood grouping tests, 
which was admitted without objection, and a treatise by Dr. Alex- 
ander S. Wiener entitled “Blood Grouping Tests in the New York 
Courts,” which was offered as hearsay interpretation of the blood 
grouping tests. There was no other corroborative evidence. Held: 
writ sustained. Hearsay evidence of this nature, unsupported by other 
competent corroborative evidence, cannot sustain an administrative 
finding. United States ex rel. Dong Wing Ott v. Shaughnessy, 116 
F. Supp. 745 (S.D.N.Y. 1953). 

An administrative officer may properly consider evidence which 
would be incompetent in a judicial trial, and which a court in a pre- 
view hearing would disregard. Perkins v. Endicott Johnson Corp., 
128 F.2d 208 (2d Cir. 1942), aff'd, 317 U.S. 501 (1943). Hearsay 
evidence is thus competent in proceedings before an administrative 
board, which may consider it and give it rational probative value. 
N.L.R.B. v. Service Wood Heel Co., 124 F.2d 470 (1st Cir. 1941). 
No administrative board, however, may act arbitrarily and without 
evidence. Tracy v. Commissioner of Internal Revenue, 53 F.2d 575 
(6th Cir. 1931), cert. denied, 287 U.S. 632 (1932). The hearings 
must be supported by substantial evidence, i.e., such evidence “as a 
reasonable mind might accept as adequate to support a conclusion.” 
Consolidated Edison Co. of New York v. N.L.R.B., 305 U.S. 197, 
229 (1938) ; Tri-State Broadcasting Co. v. F.C.C., 96 F.2d 564 (D.C. 
Cir. 1938); N.L.R.B. v. Bell Oil & Gas Co., 98 F.2d 406 (5th Cir. 
1938). This embodies the so-called “residiuum evidence” rule which 
the court held applicable here. 

Administrative boards are freed from technical rules in order that 
mere admission of matter which would not be acceptable in formal 
judicial proceedings will not operate to invalidate the administra- 
tive order. But this need for a desirable flexibility does not extend 
so far as to justify orders which are without a basis in evidence having 
rational probative force. “Mere uncorroborated hearsay or rumor 
does not constitute substantial evidence.” Consolidated Edison Co. 
of New York v. N.L.R.B., supra at 230. 

In Singh v. District Director of Immigration, 96 F.2d 969 (9th Cir. 
1938), however, sworn statements of two Mexican police officers and 
a ranch labor foreman to the effect that the petitioner was in Mexico 
during the period in question, were admitted in evidence by the immi- 
gration board. On appeal, the court there ruled, “It is not the func- 
tion of the courts to examine particular steps and rulings in such pro- 
ceedings; but only to determine whether the proceedings as a whole 
meet the requirements of due process of law.” Jd. at 971. In Vajtauer 
v. Commissioner of Immigration, 273 U.S. 103 (1927), a case in- 

[98] 
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volving deportation proceedings for un-American activities, certain 
hearsay material was admitted as evidence. The Court stated that 
mere acceptance and consideration of incompetent evidence, even if 
it results in an erroneous decision, does not amount to a want of due 
process. It is sufficient upon a collateral review in habeas corpus pro- 
ceedings, noted the Court, that there was some evidence from which the 
conclusion of the administrative tribunal could be deduced, and that 
no error was committed which was so flagrant as to convince a court 
of the unfairness of the trial. 

In Yong Yung See v. U. S., 92 F.2d 700 (9th Cir. 1937), the pe- 
titioner was denied entrance to this country on the basis of hearsay 
evidence. The court noted that “the board of inquiry may find facts 
upon hearsay and other evidence incompetent in a judicial hearing.” 
Id. at 702. This was subject to the limitation of the fundamental 
of justice embodied within the concept of “due process of 
aw.” The court observed further that the witnesses were eminently 
well qualified to know the facts, and that while their testimony was 
hearsay, the fact that it was given under oath “by presumably un- 
biased witnesses” added to its probative value. Id. at 702. 

This entire approach is summed up in a statement by the court in 
Johnson v. Kock Shing, 3 F.2d 889 (1st Cir. 1925): “The officials 
before whom the hearings were had were not restricted in the recep- 
tion of evidence to only such as would meet the requirements of legal 
proof, but could receive and determine the questions before them 
upon any evidence that seemed to them worthy of credit.” 

In the instant case, it is thus evident that the court was correct in 
its decision that the hearsay nature of the evidence did not disqualify 
it from being heard and considered. The question is: what weight 
should be accorded to it? 

The general rule followed in judicial proceedings, apparently recog- 
nized in all states where the question has been considered with the 
exception of Alabama, is that “medical books or treatises are not 
admissible to prove the truth of the statements therein contained.” 
65 A.L.R. 1102, and cases cited therein. The inherent hazard in a 
different rule is that, due to the inductive nature of medicine, correc- 
tion and expansion is going on to such an extent that it is impossible 
to tell, even by reading from a living author, whether or not what we 
read is something which this very author now rejects. Gallagher v. 
Market St. R. Co., 67 Cal. 13, 6 Pac. 869 (1885). 

In the instant case, however, the necessity of having the treatise as 
corroborative evidence is in doubt. In U. S. ex rel. Lee Kum Hoy v. 
Shaughnessy, 115 F. Supp. 302 (S.D.N.Y. 1953), all the evidence 
but the reports of the blood grouping tests of the two relators indi- 
cated that they were the children of an identified American citizen 
and his wife, but the tests were given conclusive effect to the con- 
trary. The same treatise by Dr. Wiener was introduced as evidence, 
but the court ruled that this was not reversible error. The board’s 
ruling was overturned by the court only because the technician actu- 
ally performing the relators’ blood tests was not produced for cross- 
examination. 

The court in the Hoy case, above, cited with approval the concurring 
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opinion in Commissioner ex rel. Tyler v. Costonie, 277 App. Div. 90, 
oF N.Y.S. 2d 804 (1950), where it was contended that the exclusion 
of the possibility of paternity as based on these tests should, “assum- 
ing the tests to have been competently and accurately made, be ac- 
cepted as conclusive by the trial court.” Jd. at 806. The per curiam 
opinion in the case indicated that the court was also ready to adopt 
this view if it were adduced that it was “a scientifically established 
and accepted fact that an exclusory finding is conclusive as to non- 
paternity.” Jd. at 805. 

This point becomes significant when it is considered that at present 
there are three blood grouping tests: Landsteiner-Bernstein (A-B), 
Landsteiner-Levine (M-N) and Landsteiner-Wiener (Rh-Hr). 
Wiener, Application of the Rh Blood Types and the Hr Factor in 
Disputed Parentage, 31 J. Las. & Cin. Mep. 575 (1946); Galton, 
Blood-Grouping Tests and Their Relationship to the Law, 17 Ore. 
L. Rev. 177 (1938); Britt, Blood-Grouping Tests and the Law; 
The Problem of “Cultural Lag,” 21 Minn. L. Rev. 671 (1936). 
If any one of the three tests indicates an impossible combination, non- 
parentage is proved, even though the other tests record a possible 
combination. Boyd, Protecting the Evidentiary Value of Blood Group 
Determinations, 16 So. Catir. L. Rev. 193 (1943); Flacks, Evi- 
dential Value of Blood Tests to Prove Non-Paternity, 21 A.B.A.J. 
680 (1935); Note, 34 Cornety L. Q. 72 (1948); Note, 39 Catir. 
L. Rev. 277 (1951). 

It thus becomes evident that scientists now accept, without dispute, 
the ability of blood grouping tests to prove non-paternity. Thus, as 
was suggested by Judge Shientag in his concurring statement in the 
Costomte case, supra; “There should be no occasion for expert testi- 
mony in every case to prove the scientific validity of blood-grouping 
tests resulting in exclusion of paternity.” The only question should 
be whether or not conditions existed which made the biological law 
operative. That is to say, were the tests properly made? If so, a 
ruling of exclusion should follow irresistibly, Jordan v. Mace, 144 
Me. 351, 353, 69 A.2d 670, 672 (1949) ; contra: Arias v. Kalensni- 
koff, 10 Cal.2d. 428, 74 P.2d 1043 (1937); Ross v. Marx, 24 N.J. 
Super. 25, 93 A.2d 597 (1952), for as was noted in Jordan v. Davis, 
143 Me. 185, 186, 57 A.2d 209, 210 (1948), “. . . [In a contest] 
between scientific truth and stare decisis . . . the result could never 
be in doubt.” 

In the instant case, two different blood grouping tests were run: 
A-B and M-N. It was found that relator Dong Wing Ott might pos- 
sibly be the son of the alleged parents under the A-B test, but was 
excluded under the M-N test. Relator Dong Wing Han was excluded 
under both tests. Since these results were admitted without objection 
the question of competency and accuracy was not before the court. 

This fact, when viewed in the light shed by the above cited authori- 
ties, indicates that the need for Dr. Wiener’s treatise to sustain the 
board’s ruling is indeed doubtful. When the additional consideration 
is made that the relators could produce no extrinsic evidence, such as 
letters, photographs, records, etc., pertaining to their alleged relation- 
ship, and that the only substantive evidence produced was the testi- 
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mony of the relators themselves and their alleged parents, the va- 
lidity of this conclusion becomes even more apparent. 

It would seem evident, then, that the court erred in applying the 
residuum evidence rule here and sustaining the writ. If the rule is still 
of any significance at all, it is apparent that the facts of the instant 
case do not present a situation for its application. The tests here, 
should have been given conclusive weight and the ruling of the board 
upheld. James W. Crowther. 


ADMINISTRATIVE LAw—JupiciAL Review oF FourtH CLAss 
Postar Rate Orper.—Action to enjoin enforcement of order in- 
creasing fourth class parcel post zone rates, 18 Fep. Rec. 3967 
(1953), brought by thirteen greeting card companies selling by direct 
mail, on their own behalf and on behalf of all users of parcel post, 
against the Postmaster General as an individual and the members of 
the Interstate Commerce Commission as individuals. The complaint 
alleged that the Postmaster General and members of the Interstate 
Commerce Commission acted beyond the authority granted them in 
43 Srat. 1067 (1925), as amended by, 45 Star. 942 (1928), 39 
U.S.C. § 247 (1952), and 64 Srar. 1050 (1950), 31 U.S.C. § 695 
(1952), in promulgating the rate order, and that the rates were 
arbitrary, capricious, unsupported by the record, and so excessive 
as to result in a taking of property without due process of law. The 
defendants moved to dismiss on the grounds that (1) the complaint 
did not present a justiciable controversy; (2) the plaintiffs had no 
standing to maintain suit; (3) the court was without jurisdiction to 
review a discretionary act of the defendants ; (4) the court was without 
jurisdiction over the subject matter of the suit, as it was in effect a 
suit against the United States to which it had not consented; and (5) 
the plaintiffs had failed to join an indispensable party, the Postmaster 
General. Held, granting the motion to dismiss, the complaint pre- 
sented a justifiable controversy, not involving unreviewable admin- 
istrative discretion, in which the plaintiffs had standing to sue and 
the court had jurisdiction under 28 U.S.C. § 1339 (1952) and 60 
Stat. 243 (1946), 5 U.S.C. § 1009 (1952); the suit was not one 
against the United States, as it alleged the defendants had acted out- 
side their statutory authority; but the complaint must be dismissed 
for failure to name as defendant the Postmaster General in his offi- 
cial capacity, since any injunction which might be granted must be 
directed to that official. The court further held the case moot as to 
the members of the Interstate Commerce Commission, who had ex- 
hausted their power and no longer had anything pending before 
them in connection with the rate order. Doehla Greeting Cards, 
Inc. v. Summerfield, 116 F. Supp. 68 (D.D.C. 1953). 

This decision is of particular interest as the first reported decision 
to recognize a right to judicial review of a fourth class mail rate 
order and as a concrete application to such rates of the Supreme 
Court’s general pronouncements in earlier cases, dealing with other 
phases of postal regulation, of the constitutional right of citizens to 
mail service subject to reasonable regulation. The discussion in this 
note is limited to grounds (1), (2), and (3) of the motion to dismiss. 
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The basic statute authorizing the Postmaster General to fix parcel 
post rates is 39 U.S.C. § 247 (1952), supra, which directs the Post- 
master General, if he shall find on experience that the rates of post- 
age, zone or zones, or other conditions of mailability “. . . are such 
as to prevent the shipment of articles desirable, or to permanently 
render the cost of the service greater than the receipts of the revenue 
therefrom, . . . subject to the consent of the Interstate Commerce 
Commission after investigation, to re-form from time to time such... 
rates, zone or zones or conditions, or either, in order to promote the 
service to the public or to insure the receipt of revenue from such serv- 
ice adequate to pay the cost thereof. . . .” In 1950 Congress enacted 31 
U.S.C. § 695 (1952), supra, providing that thereafter none of the gen- 
eral funds appropriated to the Post Office Department should be with- 
drawn from the Treasury until the Postmaster General should certify 
that he had requested the consent of the Interstate Commerce Com- 
mission to the establishment of such rate increases or other reforma- 
tions made pursuant to 39 U.S.C. § 247 (1952), supra, as might be 
necessary to insure receipt of revenue from fourth class mail sufficient 
to pay the cost of such service. Some time thereafter the Post Office 
Department initiated the proceedings which culminated in the rate 
order here involved. 

The plaintiffs complained specifically as to lack of proper notice 
and hearing, failure to give consideration to certain elements in fix- 
ing the rates, arbitrary discrimination between subclassifications of 
fourth class mail, and lack of support for the order in the record 
before the Interstate Commerce Commission. The Government con- 
tended that the postal service is a proprietary function of the United 
States, that the fixing of fourth class mail rates is within the absolute 
discretion of the Postmaster General, and therefore such orders are 
excepted from judicial review under 5 U.S.C. § 1009 (1952), supra. 

The proprietary interest of the United States in the mails has long 
been recognized. Searight v. Stokes, 3 How. 151 (U.S. 1845) (im- 
position of state toll on carriages transporting United States mail) ; 
In re Debs, 158 U.S. 564 (1895) (obstruction of the mails) ; Boeing 
Air Transport, Inc. v. Farley, 75 F.2d 765 (D.C.Cir. 1935) (annul- 
ment of air mail contracts). 

The right of the United States to regulate what may be carried in 
the mails is well established. Ex parte Jackson, 96 U.S. 727 (1877) ; 
Public Clearing House v. Coyne, 194 U.S. 497 (1904). In the exer- 
cise of this power, the Congress has authorized the Postmaster to 
exclude from the mails such items as matter relating to lotteries and 
fraudulent schemes, obsene matter, anything tending to incite crime, 
poisons, inflammable materials, and explosives. The Congress has 
provided for enforcement of its policies by authorizing the Postmaster 
to deny violators the use of the mails, Rev. Strat. § 3929 (1875), as 
amended by 26 Stat. 466 (1890), 28 Stat. 964 (1895), 39 U.S.C. 
259 (1952); and 64 Srar. 451 (1950), 39 U.S.C. § 259a (1952), 
and by imposition of criminal penalties, 18 U.S.C. §§ 1302, 1341, 
1461, and 1716 (1952). 

In the area of regulation, however, the constitutional aspect of the 
right to mail service also has been recognized. In Burton v. United 
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States, 202 U.S. 344, 371 (1906), the Supreme Court stated that the 
designation of what may be carried in the mails and what shall be 
excluded, must be “. . . consistent with the rights of the people as 
reserved by the Constitution. ...” See also the dissenting opinions 
of Mr. Justice Brandeis and Mr. Justice Holmes in United States ex 
rel. Milwaukee Social Democratic Publishing Co. v. Burleson, 255 
U.S. 407, 417, 436 (1921), cited with approval in Hannegan v. 
Esquire, Inc., 327 U.S. 146, 156 (1946). 

The courts are aware that mail service is vital to modern life. In 
Pike v. Walker, 121 F.2d 37, 39 (D.C. Cir. 1941), the court stated: 
“Whatever may have been the voluntary nature of the postal system 
in the period of its establishment, it is now the main artery through 
which the business, social, and personal affairs of the people are con- 
ducted and upon which depends in a greater degree than upon any 
other activity of government the promotion of the general wel- 
fare... .” Congress is without power to extend the benefits of the 
postal service to one person and deny them to another person in the 
same class. Public Clearing House v. Coyne, supra at 507. It has 
been emphasized that the Postmaster General’s power to exclude 
from the benefits of the second class mail privilege must be exercised 
within the limits of the authority conferred upon him by the Con- 
gress. Hannegan v. Esquire, Inc., supra. 

In the matter of fixing fourth class mail rates, the Congress has 
defined under what circumstances and for what purposes the Post- 
master General shall reform the rates, and in the principal case the 
plaintiffs alleged the Postmaster had acted outside these statutory 
limitations of his authority. The real question presented by the com- 
plaint was whether it stated facts constituting an invasion of a legally 
protected right which entitled the plaintiffs to maintain suit inasmuch 
as the order complained of did not direct them to do anything or 
impose any penalty upon them but was a rate order of general appli- 
cation. 

For the purpose of the motion to dismiss, the court necessarily 
assumed the truth of the allegation that the order was so arbitrary, 
capricious, and discriminatory as to effect a virtual exclusion from 
the mails, with consequent serious impairment or destruction of 
plaintiffs’ businesses. Under such facts the court held the case pre- 
sented a violation of constitutional rights and an invasion of legally 
protected interests similar to that in Columbia Broadcasting System, 
Inc. v. United States, 316 U.S. 407 (1942). In the latter case, the 
Supreme Court held that a radio network, whose business depended 
upon renewal of station licenses, had standing to maintain a suit to 
enjoin enforcement of license regulations which adversely affected 
the network’s contractual rights and business relations with station 
owners as a deprivation of the network’s property without due process 
although the Court had on several occasions held that no person has 
a property right in any radio station license. 

The decision in the principal case reflects the same judicial rejec- 
tion of an administrative claim to the right to exercise unrestricted 
discretionary power, arbitrarily or not, as did Joint Anti-Fascist 
Refugee Committee v. McGrath, 341 U.S. 123 (1951) (listing of 
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organization as subversive by Attorney General), and Bauer v. Ache- 
son, 106 F. Supp. 445 (1952) (summary withdrawal of passport of 
citizen travelling abroad). 

Whether this court’s opinion represents more than an abortive 
recognition of the right to judicial review of fourth class mail rates 
is conjectural. After dismissal of the original complaint, an amended 
complaint was filed naming the Postmaster General in his official 
capacity as a defendant. On August 2, 1954, the Government’s 
motion to dismiss the amended complaint was dismissed without 
comment after a hearing on April 12, 1954, before another judge 
of the United States District Court for the District of Columbia. The 
author has been informed that an appeal is to be made to the United 
States Court of Appeals for the District of Columbia. 

Should recognition of the right to judicial review stand, a difficult 
sequel will follow in any trial on the merits, particularly as to the 
type of notice and hearing to which interested parties were entitled 
and the scope of the investigation required under 39 U.S.C. § 247 
(1952), supra, in view of the fact that postal rate hearings have been 
held within the exception to the hearing provisions of the Admin- 
istrative Procedure Act, 60 Strat. 238 (1946), 5 U.S.C. § 1003 
(1952) ; Spiegel, Inc. v. United States, 116 F. Supp. 67 (1951), and 
the further fact that under § 247 the elements to be considered in 
fixing fourth class mail rates differ substantially from those in the 
usual rate-making proceeding. Elizabeth Bunten. 


CONSTITUTIONAL LAW—SEARCH AND SEIZURE—UNLAWFULLY 
SEIZED EvipENCE ADMISSIBLE FOR IMPEACHMENT PuRPosES.—Peti- 
tioner was indicted for the possession of one grain of heroin. A 
motion to suppress the evidence for unlawful seizure, made pursuant 
to Fep. R. Crim. P. 41(e), was granted, and the case dismissed. 
Subsequently, petitioner was again indicted on four other narcotics 
violations under 38 Strat. 786 (1914), as amended by 44 Strat. 1023 
(1927) and 44 Star. 1382, 26 U.S.C. § 2554(a) (1946). Petitioner, 
sole defense witness, denied on direct examination having ever pos- 
sessed, sold or handled any narcotic, flatly contradicting his own affi- 
davit in support of the motion to suppress in the earlier proceeding. 
To show that petitioner had possessed narcotics, in its case in re- 
buttal the government elicited testimony from an officer who had 
made the unlawful seizure, and from the chemist who had analyzed 
the seized capsule. The judge admitted the rebuttal evidence for 
impeachment purposes and charged the jury to consider it solely to 
aid in determining petitioner’s credibility. Held, conviction affirmed. 
Petitioner’s affirmative assertion on direct that he had never pos- 
sessed narcotics, opened the door to evidence of the prior unlawful 
seizure, solely for impeachment purposes. Walder v. United States, 
347 U.S. 62 (1954). 

The Fourth Amendment was conceived in the idea that a man’s 
home is his castle and that he is entitled to his right of privacy 
therein. See Fraenkel, Concerning Searches and Seizures, 34 Harv. 
L. Rev. 361 (1921) ; Note, 51 Con. L. Rev. 128 (1951). The land- 
mark case of Weeks v. United States, 232 U.S. 383 (1914), estab- 
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lished the exclusionary rule forbidding the Government’s use of evi- 
dence unlawfully seized by its agents to secure a conviction. The 
rule has been followed by all federal courts. See Frankfurter’s analy- 
sis and history of the Weeks rule as set forth in the appendix to his 
dissent in Harris v. United States, 331 U.S. 145, 175 (1947). See 
also Atkinson, Admissibility of Evidence Obtained Through Unrea- 
sonable Searches and Seizures, 25 Cov. L. Rev. 11 (1925). The 
federal courts thus seek to perpetuate the Fourth Amendment's his- 
toric purpose | of preventing the misuse of government power in sub- 
jecting a man’s house to unreasonable search and his effects to seizure 
fon) his will. Olmstead v. United States, 277 U.S. 438, 462-463 

The exclusionary rule has been utilized to reverse a conviction 
based upon evidence procured through the use of knowledge gained 
from the unlawfully obtained evidence. Nardone v. United States, 
308 U.S. 338 (1939). It has been said in a sweeping statement that 
the essence of the rule is not merely that evidence unlawfully acquired 
shall not be used before the court, but that it shall not be used at all. 
Silverthorne Lumber Co. v. United States, 251 U.S. 385, 392 (1920). 

Nevertheless, the Weeks exclusionary rule is regarded as “an ex- 
traordinary sanction.” United States v. Wallace and Tiernan Co., 
336 U.S. 793, 796 (1949). The doctrine that the prosecution cannot 
introduce evidence unlawfully seized was unknown to the common 
law and is not universally accepted outside the federal courts. United 
States v. Coplon, 185 F.2d 629 (2nd Cir. 1950). Counterbalancing 
the interest of protecting the individual against invasion of his privacy 
from unreasonable search and seizure is the compelling social need 
that crime shall be curbed, People v. Defore, 242 N.Y. 13, 24, 150 
N.E. 585, 589 (1926) ; about half the states feel that the latter in- 
terest is the more compelling. For a discussion regarding the accept- 
ance of the Weeks doctrine by the states, see Wolf v. Colorado, 338 
U.S. 25, 29-40 (1949); also Note, 150 A.L.R. 566 (1944). 

Morever, even in the federal courts where the Weeks doctrine is 
unquestioned, it has its limitations. Illegal evidence is admissible: 
(1) if obtained through unlawful seizures by state officers acting 
solely in state capacity and without participation by federal officers, 
Lustig v. United States, 338 U.S. 74 (1949); Gambino v. United 
States, 275 U.S. 310 (1927) ; Byars v. United States, 273 U.S. 28 
(1927 ); (2) if the same information i is obtained legally and inde- 
pendently from other sources, Wiggins v. United States, 64 F.2d 950 
(9th Cir. 1933) ; cert. denied, 290 U.S. 657 (1933) ; but cf. Nardone 
v. United States; (3) if stolen from the defendant and given to the 
prosecution, Burdeau v. McDowell, 256 U.S. 465 (1921). Further, 
only the person whose rights are violated by the use of the unlawful 
evidence has standing to petition for its suppression. Connolly v. 
Medalie, 58 F.2d 629 (2nd Cir. 1932) ; cf. Goldstein v. United States, 
316 U.S. 114 (1942). 

In addition to the limitations to the Weeks exclusionary rule, the 
illegality of the seizure may be waived. Wéindsor v. United States, 
286 Fed. 51 (6th Cir. 1923); cf. United States v. Maresca, 266 Fed. 
713 (S.D.N.Y. 1920). See Fraenkel, supra at 378. The decision 
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upon which petitioner in the instant case principally relied, Agnello 
v. United States, 269 U.S. 20 (1925), recognized that the constitu- 
tional protection may be waived although holding that waiver had 
not there occurred. 

The persuasive argument advanced by the government and adopted 
by the Court was that the exclusionary rule should not apply to a 
situation where, as here, petitioner would pervert its purpose by using 
it as a vehicle and shield for false testimony. The two cases upon 
which petitioner primarily relied, Agnello v. United States supra, and 
Mahoney v. United States, 26 F.2d 902 (4th Cir. 1928), are distin- 
guishable, for in neither of those cases did the defendant either: (1) 
affirmatively resort to perjurious testimony, or (2) make a sweeping 
assertion which went far beyond the question of complicity in the 
crime charged. It appears that the accurate interpretation of the 
Weeks decision and the line of cases stemming therefrom is that the 
Government shall not of its own initiative use the illegal evidence. 
The broad language of the Silverthorne Lumber Co. case, supra, can 
be rationalized with the instant case, if the statement “it [illegal evi- 
dence] shall not be used at all,” is qualified by adding, “affirmatively 
by the Government.” In like manner, the rule enunciated in the 
principal case does not conflict with the Weeks doctrine. 

It may be that the effect of this holding will be to increase the 
incentive to obtain evidence by whatever means available. Despite 
the most carefully drawn instructions, the influence of illegal evidence 
upon the jury may well transcend the purpose for which it is ad- 
mitted. Thus, counterbalancing the government view that the defend- 
ant should not be allowed to perpetrate a lie upon the court, is the 
danger that this holding will weaken the exclusionary rule and thereby 
undermine the guarantee of the Fourth Amendment, a fear expressed 
by petitioner and at least one author. See, e.g., 28 N.Y.U.L. Rev. 
1319 (1953). The fact that evidence usually is seized for affirmative 
proof of crime, rather than for use in possible impeachment, and the 
further fact that the many states which do admit illegally seized evi- 
dence do not appear to have more oppressive police systems than 
those states which exclude such evidence, seem to reduce the possi- 
bility of danger considerably. 

Since petitioner could be indicted for perjury committed at his 
second trial, should not the Court avoid any possibility of weaken- 
ing the protection of the Fourth Amendment? Sed quaere, whether 
the illegally seized evidence would not also be inadmissible to sup- 
port the perjury indictment? 

The rule in the principal case reaches a just result without seriously 
impairing the protection of the Fourth Amendment if narrowly con- 
strued and applied only to similar fact situations; viz., to a case where 
the defendant seeks to use the exclusionary rule as a shield for false 
testimony. It is submitted that this holding should not be extended 
beyond the particular circumstances involved therein. 

Harold H. Hersch. 


FEDERAL Tort CLAIMS Act—APPLICATION oF THEORY oF LtiA- 
BinIty WitHout Fautt-—Plaintiff sustained damages to his real 
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property from the falling of a government airplane operated by gov- 
ernment employees on official business. In an action under the 
Federal Tort Claims Act (FTCA), 28 U.S.C. § 1346 (Supp. 1952), 
plaintiff claimed that since a private individual would be liable under 
a South Carolina statute, S.C. Copr § 2-6(1952), the FTCA should 
afford a remedy. The trial court found for the plaintiff. Held, 
affirmed; the FTCA, which subjects the Government to the same 
liability as an individual, imposes absolute liability on the owner of 
aircraft where a state statute imposes such liability for injuries caused 
by its flight irrespective of negligence. United States v. Praylou, 
208 F.2d 291 (4th Cir. 1953), cert. denied, 347 U.S. 934 (1954). 

Prior to the passage of the FTCA in 1946, the doctrine of sovereign 
immunity from suit forced a claimant who wished to recover from 
the Government in tort, to resort to the cumbersome and unwieldy 
practice of seeking relief in Congress by private bills. This Act 
waives the Government’s immunity from suit in tort and permits 
actions “. . . for injury or loss of property, or personal injury or 
death caused by the negligence or wrongful act or omission of an 
employee of the Government while acting within the scope of his 
office or employment, under circumstances where the United States, 
if a private person would be liable to the claimant in accordance with 
the law of the place where the act or omission occurred.” 28 U.S.C. 
§ 1346 (Supp. 1952). 

Assuming that the South Carolina statute, which imposes liability 
without fault upon aircraft owners for injury or damage caused to 
persons or property on land, does not conflict with the Federal Con- 
stitution, the question to be considered in this note is whether this 
statute may be utilized as the basis for recovering damages in a suit 
against the United States under the FTCA. To uphold its ruling 
in the instant case, the court reasoned that the effect of the South 
Carolina statute was to make the infliction of injury by the operation 
of an airplane, of itself, a wrongful act giving rise to liability without 
fault and that a liberal construction of the FTCA to include this ac- 
tionable liability was warranted by recent decisions of the United 
States Supreme Court. The court cited United States v. Aetna 
Casualty & Surety Co., 338 U.S. 366 (1949), and United States v. 
Yellow Cab Co., 340 U.S. 543 (1950), for the proposition that the 
Supreme Court favors a liberal interpretation of the sovereign’s waiver 
of immunity. In the Aetna Casualty & Surety Co. case it was held 
that the Federal Anti-Assignment Statute does not prohibit an in- 
surance company from bringing a suit in its own name against the 
United States upon a claim to which it has become subrogated by 
payment to an insured who would have been able to bring an action 
upon such claim under FTCA. In the Yellow Cab Co. case it was 
held that the United States could be impleaded as a joint tortfeasor 
in an action under the FTCA and that a separate action against the 
United States was not required. In both of these cases, however, 
the Supreme Court was considering procedural questions and not 
the theory of liability without fault as a basis for recovery under the 
FTCA. 

The court cited Parcell v. United States, 104 F. Supp. 110 (S.D. 
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W.Va. 1951), in which the facts were very similar to the instant 
case and the plaintiff was allowed to recover under the FTCA. There 
the court held that not only was the inference of negligence supplied 
by the doctrine of res ipsa loquitur not overcome by the defendant, 
but that the defendant was absolutely liable under the common law 
of West Virginia. 

The Government, in support of its contention that the United States 
may be held to the liability of an individual for tort only where there 
is a negligent or wrongful act or omission of an employee of the 
Government, cited United States v. Hull, 195 F.2d 64 (1st Cir. 1952), 
and Dalehite v. United States, 346 U.S. 15 (1953). In the Hull case 
plaintiff brought an action under the FTCA for injuries she received 
when a post office counter window fell on her hand while she was 
sliding money under it. The court affirmed the judgment for plain- 
tiff rendered by the district court holding that this was a proper 
case for application of the doctrine of res ipsa loquitur. In the course 
of the opinion it also said, by way of dicta, that under local law a 
private person may be liable without fault for injuries resulting from 
properly conducted activities deemed ultrahazardous, but the U.S. 
would not be subject to such a liability because under the FTCA the 
United States has consented to be sued only where the injury was 
caused by the negligence or wrongful act or omission of some em- 
ployee of the Government while acting in the scope of his office or 
employment. The Dalehite case involved an action under the FTCA 
against the United States to recover for a death resulting from the 
explosion of fertilizer produced, shipped and stored under the control 
of the Government. The Supreme Court by a four to three decision 
held as a matter of law that the facts found by the district court could 
not give it jurisdiction under the Act because the acts complained 
of fell within the discretionary function immunity of the FTCA. 
While discussing the possibility that the United States could be liable 
without fault even if negligence were not found, the majority opinion 
cited the Hull case and stated quite flatly that the FTCA does not 
extend to liability without fault. While the dissenting opinion ex- 
pressed sharp disagreement with the majority on other aspects of the 
Dalehite case, no fault was found with the majority’s rejection of the 
absolute liability theory as a basis for a Tort Claims Act recovery. 

While the United States Court of Appeals for the Fourth Circuit 
has apparently reached the conclusion that the word “wrongful” in 
section 1346 of the FTCA is broad enough to include claims based 
upon the absolute liability theory, an opposite result has been reached 
in the Third, Fifth and Tenth Circuits. In Heale v. United States, 
207 F.2d 414 (3rd Cir. 1953), the court held that a judgment against 
the United States cannot be sustained upon a theory of absolute lia- 
bility and cited the Dalehite case. The court below had made no 
specific findings of negligence on the part of the United States so 
the cause was remanded to the end that appropriate findings as to 
that fact might be made. In United States v. Inmon, 205 F.2d 681 
(Sth Cir. 1953), the minor plaintiff was injured by the explosion 
of a blasting cap found by him on private property formerly used 
by the defendant as part of an army camp. It was held that defen- 
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dant was not liable in the absence of proof of its negligence and the 
court also quoting from the Dalehite case concluded that in its opinion 
the Supreme Court has expressly repudiated any theory of absolute 
liability without fault on the part of the Government under FTCA. 
Similarly in the case of Harris v. United States, 205 F.2d 765 (10th 
Cir. 1953), adjoining landowners were damaged as a result of spray- 
ing operations conducted by the Government on its own property 
and sought recovery on the theories of negligence and of absolute 
liability. It was held by the court that the acts complained of fell 
within the discretionary function immunity exception to the FTCA 
and that under the doctrine of the Dalehite case there can be no lia- 
bility without fault under the FTCA. 

A determination that an employee has conducted himself negli- 
gently or wrongfully is the primary condition of liability under the 
very terms of the FTCA. Sickman v. United States, 184 F.2d 616 
(7th Cir. 1950), cert. denied, 341 U.S. 939 (1951). The liability 
imposed upon an aircraft owner by the South Carolina statute is 
imposed upon the theory that the instrumentality involved is extra- 
hazardous and one which, despite the exercise of due care, presents 
a likelihood of injury. Since this theory of extrahazardous liability 
incorporated into the South Carolina statute presupposes that the 
employee act with care or is indifferent as to whether he has or not, 
the negligent or wrongful conduct of an employee prerequisite under 
the FTCA is necessarily absent. Plane ownership rather than tortious 
conduct of an employee is the sine qua non of such liability. 

The legislative history of the FTCA indicates that the Congress 
did not intend to impose on the United States the burden of strict 
liability without fault but only the responsibility for the negligence 
or wrongful conduct of its employees. A report of the 79th Congress 
emphasizes that they wished to preclude any possibility that the bill 
might be construed to authorize a suit for damages where no negli- 
gence on the part of any Government agent is shown and the only 
ground for recovery is the contention that the same conduct by a 
private individual would be tortious. H.R. Rep. No. 1287, 79th 
Cong., 1st Sess. 5 (1945). 

In the Dalehite opinion it was stated that if Congress had intended 
to inject an absolute liability into the FTCA, much more suitable 
models could have been found, as for example the Suits in Admiralty 
Act, 41 Star. 525 (1920), 46 U.S.C. §§ 742-743 (1952), in regard 
to maintenance and cure of injured seamen. Dalehite v. United 
States, supra at 45. Libels may be brought against the United States 
under the Suits in Admiralty Act where, if the Government owned 
merchant vessels were privately owned, a proceeding in admiralty 
could be maintained and also provides that such suits shall be deter- 
mined according to the principles of law obtaining in like cases be- 
tween private parties. Under this statute, maintenance of suit is 
conditioned only upon a showing that principles of admiralty law 
would impose liability upon private parties. Canadian Aviator, Ltd. 
v. United States, 324 U.S. 215 (1945). 

Thus the Suits in Admiralty Act is much broader in its scope 
than that of the FTCA. Under the former Act liability without fault 
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and any other theory of liability available against a private ship may 
be invoked as a basis for recovering damages against the United 
States. An example of this given in the Dalehite case is that the 
United States is absolutely liable for maintenance and cure of a mer- 
chant seaman injured in the service of a government ship, regardless 
of fault or negligence on the part of the Government or its employees. 
See also Calmar S. S. Corp. v. Taylor, 303 U.S. 525 (1938). The 
use of such broad terminology in the Suits in Admiralty Act and its 
omission from the FTCA confirms the conclusion that Congress pur- 
posely limited the liability of the United States under the latter statute 
to cases based on the fault of an employee. 

It is submitted that the United States should not be subject to suit 
on claims arising under the FTCA which are based upon a theory 
of absolute liability without fault. It is to be regretted that the Gov- 
ernment’s application for a writ of certiorari in the instant case has 
been denied since the holding of the United States Court of Appeals 
for the Fourth Circuit marks a departure from the line of authority 
established in the Dalehite case and followed by three other circuit 
courts. Marshall C. Gardner. 








Mivitary Law — Privitece AGAINst SELF-INCRIMINATION — 
CoMPELLING AccUSED To UTTER Worps FoR VOICE IDENTIFICATION. 
—Accused, an Army corporal, while being tried by general court- 
martial for assault with a dangerous weapon, was directed by the 
law officer, over the accused’s objection, to read a sentence from a 
service publication to enable the victim to identify the accused as his 
assailant. Held, requiring the accused to utter words for purpose 
of voice identification, over his objection, violated his privilege against 
self-incrimination. United States v. Greer, 3 USCMA 576, 13 CMR 
132 (1954). 

While it has been shown that voice comparison is at best an unre- 
liable means of identification [see McGehee, The Reliability of the 
Identification of the Human Voice, 17 J. Gen. Psy. 249, (1937), 
abstracted in 33 J. Crim. L. & Criminology 487, (1943)], there are 
many occasions where it is desirable, if not imperative, to identify 
an accused by means of his voice. Such instances arise where crimes 
are committed at night or where evidence is obtained by means of a 
dictagraph or from a legally tapped telephone wire. INnBav, SELF- 
INCRIMINATION 49 (1950). In such cases, of course, the weight to 
be given to the evidence is within the province of the triers of fact, 
and the reliability, or lack thereof, should not affect the admissibility 
of the evidence. 

In United States v. Eggers, 3 USCMA 191, 11 CMR 191 (1953), 
the Court of Military Appeals held that by Art. 31(a), Uniform 
Code of Military Justice, 64 Strat. 118 (1950), 50 U.S.C. § 602 
(1952), Congress had secured to persons subject to the Code the 
same rights against self-incrimination as those secured to persons of 
the civilian community by the Fifth Amendment of the United States 
Constitution. Further, the same court in another case enunciated the 
“affirmatively conscious act” test in determining that an accused’s 
privilege had been violated when he was ordered to furnish a speci- 
men of his handwriting. United States v. Rosato, 3 USCMA 143, 
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11 CMR 143 (1953), 22 Geo. Wasu. L. Rev. 371. Applying this 
test in the instant case, the court reasoned that directing an accused 
to read a sentence, although the content thereof was irrelevant to 
the fact issues involved in the trial, required him to exercise both 
his mental and physical faculties to assist in his own conviction. In 
short, compelling the accused to speak was the requiring of an “affirm- 
atively conscious act,” and thereby violated the accused’s privilege 
against self-incrimination. 

The court, in reaching its decision, cited State v. Taylor, 213 S.C. 
330, 49 S.E.2d, 289 (1948) and Beachem v. State, 144 Tex. Crim. R. 
272, 162 S.W.2d 706 (1942). Each of these cases involved the com- 
pelling of the accused to utter words for voice identification during 
an extra-judicial demonstration which occurred while the accused was 
in police custody. This fact may have caused the courts’ greater 
concern over the possibility of abuse than if such demonstrations had 
been conducted in the course of legal proceedings as was the situa- 
tion in the case under discussion. Additionally, in both of these 
cases, the defendants were required to repeat words which had been 
spoken at the scene of the offense by the perpetrator. This, the 
South Carolina court held to be “highly prejudicial.” That it sim- 
ilarly impressed the Texas court would seem equally clear. More- 
over, in the Taylor case, supra, the court expressly reserved decision 
on the question of whether the privilege was violated “. . . where 
an accused is merely compelled to speak for the purpose of identifi- 
cation and there is no compulsion as to subject or words to be 
Ps 

In the only reported case which presented the question of a 
demonstration in court, albeit with words allegedly spoken during 
the offense, the court held that there was no violation of the privilege 
since the accused had complied without objection but said by way 
of dicta that even if timely objection had been made there would 
have been no violation of the privilege. Johnson v. Commonwealth, 
115 Pa. 369, 9 Atl. 78 (1887). Though not cited by the court, 
Johnson v. Commonwealth was argued by counsel in the instant 
case. Brief for Appellant, p 6. 

While the majority of text writers on the subject of self-incrim- 
ination have failed to comment on the specific issue here discussed, at 
least one has declared that to compel an accused to speak for pur- 
poses of voice identification is to obtain evidence of a physical nature 
and not evidence of the testimonial compulsion type which the priv- 
ilege was designed to protect. INBAU, supra at 51. Dean Wigmore, 
as was pointed out by the court in State v. Taylor, supra, has taken 
inconsistent positions in this matter having at one time said that 
requiring “. . . an utterance of voice for identification . . .” is 
“., . perhaps safely within the line of protection, . . .” 4 WiGMoRE, 
Evipence 3129 (1st ed. 1904), later contending that requiring a 
defendant “‘. . . to speak words for identification of his voice is no 
more than requiring the revelation of a physical mark, . . .” and 
is not within the privilege. 4 WicMore, Evipence 878 (2d ed. 
1923). Still later, he stated, “To require a person to use his voice 
for identification . . . is within the privilege. . . .” WiuGMoRE, 

8 
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Cope oF EvipENCcE § 2349 (2d ed. 1935). In his third and current 
edition of his treatise he takes no express stand on this issue. 8 
WicMore, EvipeNnce § 2265 (3d ed. 1940). 

While the precise historical reasons for the enshrinement of the 
privilege in the Fifth Amendment of the Constitution of the United 
States are the subject of some debate [compare Pittman, The Colonial 
and Constitutional History of the Privilege Against Self-Incrimina- 
tion in America, 21 Va. L. Rev. 763 (1935) and 8 Wicmorg, Evi- 
DENCE § 2250 (3d ed. 1940) ], most authorities agree that the policy 
guiding its application today is to stimulate prosecutors to search 
for independent, more credible evidence, to lend substance to the 
protective principle of the common law that no one is deemed guilty 
until so proved, and to avoid the abuses of power which are likely 
to attend compulsion. INBAU, supra at 6; 8 WicMorE, EvIDENCE 
§ 2251 (3d ed. 1940); WicMmore, Cope or Eviwence § 2325 (2d ed. 
1935); Macuire, A Survey of Blood Grouping Decisions and Leg- 
islation in the American Law of Evidence, 16 So. Catir. L. Rev. 
161, 170 (1943). On the other hand, the recognition of the privilege 
works directly against the public interest by providing a shield for 
criminals and by handicapping law enforcement officers. 8 WiGMoORE, 
EviwENce § 2251 (3d ed. 1940). 

The Supreme Court has stated the policy thusly: “. . . It [the 
constitutional privilege against self-incrimination] grows out of the 
high sentiment and regard of our jurisprudence for conducting crim- 
inal trials and investigatory proceedings upon a plane of dignity, 
humanity and impartiality. . . . The prosecutors are forced to 
search for independent evidence instead of relying upon proof ex- 
tracted from individuals by force of law. The immediate and poten- 
tial evils of compulsory self-disclosure transcend any difficulties that 
the exercise of the privilege may impose on society in the detection 
and prosecution of crime. While the privilege is subject to abuse 
and misuse, it is firmly embedded in our constitutional and legal 
frameworks as a bulwark against iniquitous methods of prosecution. 
It protects the individual from any disclosure, in the form of oral 
testimony, documents or chattels, sought by legal process against 
him as a witness.” United States v. White, 322 U.S. 694, 698 
(1944). Viewed in the light of these policy considerations, the 
instant case would seem to fall on the very borderline of the priv- 
ilege. 

Exclusion of this means of identification should force prosecutors 
to arrange a situation out of court whereby the witness can overhear 
the accused. While this procedure lacks the dramatic appeal of an 
in-court demonstration and has other obvious difficulties, when the 
accused does speak his voice should ordinarily be free from attempts 
at disguise and from the effects of the nervous strain inherent in a 
court appearance. Therefore, evidence of identification taken under 
such circumstances should be of greater reliability than a forced 
utterance in court. Moreover, while the decision herein discussed 
seems to lend further substance to the continually recurring prin- 
ciple of fairness and humanity to the accused, an opposite holding 
would appear to create no greater inroads upon this principle than 
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does requiring the accused to stand for identification which is uni- 
versally conceded to be permissible. It is difficult to see how any 
abuse could attend the compelling of an accused to speak irrelevant 
words in court solely for purposes of voice identification. Therefore, 
while the court could have decided the case either way in view of 
the policy ground, a contrary decision was in fact foreclosed by the 
holding in United States v. Rosato, supra, with which the instant 
case is in accord. Charles F. Gorder. 


PATENTS—INTERFERENCE—DISSOLUTION ON LACK OF DISCLOSURE 
or Utitiry—Parties A and B were involved in an interference con- 
cerning a chemical compound, A being the junior party. A moved to 
dissolve on the ground that the count was unpatentable to B since 
B failed to meet the statutory requirement of utility. The Primary 
Examiner denied the motion. Held, on petition to the Commissioner 
of Patents, the interference should be dissolved. Avakian v. Fahren- 
bach, (Comm’r of Patents, Interference No. 84, 159 in the file of 
Patent No. 2,620,340, 1951). 

The denial of the motion by the Primary Examiner was based 
on the ground that the statutory requirement of utility had been met. 
The reasons given were (1) that only apparent usefulness for the 
chemical compound is required in order to establish a reduction to 
practice, Potter v. Tone, 1911 Com. Dec. 295 (D.C. Cir. 1911), and 
(2) that all organic compounds are inherently useful as intermediates 
for preparing other compounds, Ex parte Watt, 63 U.S.P.Q. 163 
(Pat. Off. Bd. of Appeals 1942). The Commissioner, in his reversal 
said, in effect, that the decision of In re Bremner, 37 C.C.P.A. 
(Patents) 1032, 182 F.2d 216, 86 U.S.P.Q. 74 (1950), overruled 
any prior holdings that organic compounds are inherently useful as 
intermediates. The principal case represents the first instance where 
a motion to dissolve on grounds of lack of disclosure of utility has 
been entertained and granted. 

There is ample precedent indicating the extent of the showing 
of utility necessary to support an actual reduction to practice of an 
invention. The more recent decisions indicate the severity of the 
requirements for such a showing. It has been held that the mere 
preparation of a lubricant composition was not sufficient to constitute 
an actual reduction to practice, although the known properties of its 
individual constituents made it obvious that the new composition 
would have lubricating properties. The court stated that actual test- 
ing of the new composition was required. Knutson v. Gallsworthy, 
164 F.2d 497 (D. im Cir. 1947). It has also been held that mere 
testing of a new insecticide under laboratory conditions, without 
determining its effect under actual conditions of use, was not an 
actual reduction to practice. Smith v. Bousquet, 27 C. 'C.P.A. ( Pat- 
ents) 1136, 111 F.2d 157, 45 U.S.P.Q. 347 (1940). The evidence 
of utility in each of the aforementioned cases was insufficient to sup- 
port an actual reduction to practice, but would clearly have met the 
statutory requirements for a disclosure of utility in applications under 
ex parte prosecution. The importance of these decisions lies in the 
fact that present Patent Office practice indicates the growing ten- 
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dency to apply the standards of an actual reduction to practise to 
the disclosure of utility in patent applications. 

The application for patent must contain a written description of 
the invention and of the manner of using it in such terms as to 
enable one skilled in the art to use it. 35 U.S.C. § 112 (1952). 
In spite of this provision, many patents have been issued in the past 
which do not contain any mention of a use for the invention. The 
principal precedent relied on for this practice was Ex parte Watt, 
supra. One issue in that case was whether or not a requirement for 
division between claims to a compound and claims to the method of 
using the compound should be sustained in view of the fact that only 
one use for the compound was known, namely, that taught by the 
applicant. In order to sustain the requirement for division, an addi- 
tional use had to be shown. The Patent Office Board of Appeals 
held that any organic compound can be regarded as being inherently 
useful as an intermediate in the preparation of other compounds 
and that, therefore, a use in addition to that disclosed by the appli- 
cant was known. This principle of inherent utility has apparently 
served as a basis for the allowance of patents not making any specific 
mention of utility. 

It has been held that the statutory requirement of utility was met 
where it was established that a compound had a use which was ap- 
parent. Potter v. Tone, supra. In that case, however, a use was 
mentioned which of itself was considered sufficient to support a patent. 

The landmark case on the subject, and the basis for the decision 
in the principal case, was In re Bremner, supra. In that case, the 
application disclosed novel solid and liquid resinous materials for 
which no use was set forth. The Court specifically considered the 
question of whether it is necessary that the utility of an alleged in- 
vention be disclosed in an application. The conclusion of the Court 
was that the utility of an invention must be disclosed in an applica- 
tion, although no hard and fast rule fixing the extent of disclosure 
necessary was made. The decision was based on the reasoning that, 
in view of the constitutional and statutory provisions, U. S. Const. 
Art. I, § 8(8) and Rev. Star. § 4888 (1875), as amended, 38 Star. 
958 (1915), 46 Strat. 376 (1930), 35 U.S.C. § 33 (1946), it was 
never intended that a patent be granted upon a product or process 
unless the resultant product was useful. 

The problem confronting the Commissioner in the principal case 
was whether or not the Bremner decision could be applied to the par- 
ticular fact pattern presented. In the instant case, the product was 
identifiable by a chemical formula, whereas in the Bremner case the 
product was a complex material having no definite formula. A 
specific compound would ordinarily suggest to a skilled chemist a 
use either for the unmodified material as such or as a component 
in the production of other compounds of known utility. Therefore, 
the reasoning of Ex parte Watt, supra, could more readily apply 
here, whereas it might not in the Bremner case. The degree of suit- 
ability of the compound for its use is immaterial in determining its 
patentability, providing that it is inventive. In re Holmes, 20 
C.C.P.A. (Patents) 899, 63 F.2d 642, 16 U.S.P.Q. 398 (1933). 
These factors were inadequate, however, to change the result. 
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The decision in the principal case signifies a complete break with 
prior Patent Office procedure and extends the requirement of an 
assertion of a use to those cases where definite compounds are being 
claimed. It appears to be entirely justified in fairness to those who 
have disclosed a use for their product in the patent application. It 
is true that the holding in the principal case prevents the determina- 
tion of the first inventor of the compound. Nevertheless, from the 
standpoint of deciding who does or does not deserve the rights 
granted by a patent on the subject matter of the interference, the 
reasoning of In re Bremner, supra, is highly persuasive in support 
of this decision. In effect the holding is that a person cannot be 
considered an inventor in a patent sense until he has discovered a use 
for his discovery if such a use has not been previously known. If 
a patentee has disclosed a single use for his invention in the patent 
and the invention is later shown to be totally incapable of doing what 
is claimed for it, the patent will be declared invalid. Scovill Mfg. 
Co. v. Satler, 21 F.2d 630, (D. Conn. 1927). It seems reasonable 
that one who has not asserted any use for his product should be in 
no better position. Sol Schwartz. 


PaTENTS—MIsusE—DistriBsuTION CoNntTRAcTs—In a suit for in- 
fringment of a storm window patent, defendant contended that plain- 
tiff was barred from recovery because it required its distributors 
(1) to refrain from selling any products which would compete with 
the patented storm windows and (2) to purchase from plaintiff the 
unpatented fixtures necessary to install the patented storm windows. 
Held, relief denied. Any attempt to extend the patent monopoly be- 
yond the terms of the statutory grant is improper. F.C. Russell Co. 
v. Consumers Insulation Co., 119 F. Supp. 119 (D.N.J. 1954). 

The doctrine of misuse in the exploitation of a patent was recog- 
nized by the court in the principal case to have been applied previously 
to manufacturing contracts and use contracts. See National Lock- 
washer Co. v. George K. Garrett Co., 137 F.2d 255 (3d Cir. 1943) 
(exclusive manufacturing agreement); Park-In Theatres, Inc. v. 
Paramount-Richards Theatres, Inc., 90 F. Supp. 730 (D. Del. 1950) 
(exclusive use contract). The underlying issue in this case, then, 
is whether or not the misuse doctrine can properly be extended to 
embrace a distributorship contract. 

One of the earliest cases in which the misuse doctrine appeared 
was Carbice Corp. of America v. American Patents Development 
Corp., 283 U.S. 27 (1931). In the Carbice case the Supreme Court 
denied recovery to a patentee who had attempted to use his patent 
to obtain a limited monopoly of unpatented material used in apply- 
ing the invention. The concept of misuse was originally developed 
to counteract some of the excesses which had become prevalent under 
the doctrine of contributory infringement. The Patent Act of 1952, 
35 U.S.C. § 271 (1952), set forth certain exceptions to the misuse doc- 
trine which were designed to clarify and stabilize the two opposing 
doctrines. Rich, Infringement Under Section 271 of the Patent Act 
of 1952, 21 Gro. Wasu. L. Rev. 521 (1953); Sen. Rep. No. 1979, 
82d Cong., 2d Sess. 8 (1952). 
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The doctrine of misuse has been characterized as a special form 
of punishment for patentees who are using their patents to monopolize 
something other than the invention. Rich, supra. One form of the 
clean hands doctrine, misuse is an anti-monopoly rule for regulating 
the conduct of patentees and does not depend upon the antitrust laws. 
Morton Salt Co. v. G. S. Suppiger Co., 314 U.S. 488 (1941). 

The United States Court of Appeals for the Third Circuit in the 
National Lockwasher case, supra, was the first to extend the misuse 
doctrine to the problem of suppressing competition. That court found 
misuse in a contract whereby the licensee agreed to manufacture only 
the licensor’s patented article. While it was recognized that an ex- 
clusive manufacturing contract was different from the “tie-in sale” 
of the Carbice case, the court decided that there was misuse in the 
exclusive manufacturing contract because the patent owner was there- 
by attempting to purge the market of competing goods. The court 
did not consider whether this holding would further the purpose of 
the misuse doctrine, nor did it attempt to show an analogy between 
such a contract and the “tie-in sale” contract which first spawned 
the doctrine. In the Park-In Theatres case, supra, the Delaware 
District Court followed the National Lockwasher case, stating that 
the latter decision was based solely on the use of a patent monopoly 
to suppress either potential or existing competition. 

The United States Court of Appeals for the Ninth Circuit adopted 
the same reasoning with respect to a plaintiff patent owner who had 
negotiated an exclusive manufacture and use contract for the exploita- 
tion of its patented device. McCullough v. Kammerer Corp., 166 
F.2d 759 (9th Cir.), cert. den., 335 U.S. 813 (1948). This court 
reasoned that the right of a patent owner to refuse a license embraced 
only a qualified right to attach conditions to any license it might grant. 

The reasoning of the McCullough case, supra, was based on Su- 
preme Court opinions dealing with infringement and not with any 
question of misuse through a contract limiting sales by the licensee 
to the patented article. See Mercoid Corp. v. Mid-Continent Invest- 
ment Co., 320 U.S. 661 (1944). The opinion in the National Lock- 
washer case, supra, was based on a group of Supreme Court opinions 
including the Morton Salt case, supra, which dealt with tie-in sales, 
and there was no question of misuse through a contract limiting the 
licensee’s sales to the patented article. Neither of the appellate courts 
in the Third and Ninth Circuits explained how competition would 
be suppressed. Since no issues of antitrust or conspiracy were raised 
in either court, the only other way that competition could have been 
suppressed was by the consumer’s purchasing the patented product 
exclusively. The dissenting judge in the McCullough case, supra, 
must have realized this because he pointed out that the majority had 
failed to consider the facts that there actually were competing de- 
vices on the market and that the monopoly prevailed only because 
the patented device had universal appeal to the customers. See Mc- 
Cullough v. Kammerer Corp., supra, at 769. 

In a case involving exclusively a license to sell, the Supreme Court 
held that the limits of a patent monopoly are to be strictly construed 
and that beyond those limits any exploitation of the patent is subject 
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to the general law. United States v. Masonite Corp., 316 U.S. 265 
(1942). The Court went further and set forth a test of the limits 
of protection afforded by a patent monopoly; i.e., whether there has 
been such a disposition of the patented article that it can be fairly 
said that the patentee has received his reward. One of such rewards 
to the patentee is the exclusive right to sell his invention. In making 
the sale, as long as there is no intent to create a monopoly, the Sher- 
man Act, 26 Stat. 209 (1890) as amended, 15 U.S.C. § 1 et. seq. 
(1952), does not restrict the long recognized right of a manufac- 
turer engaged in an entirely private business to exercise his own in- 
dependent discretion as to those parties with whom he will deal. 
United States v. Colgate & Co., 250 U.S. 300, 307 (1918). Thus, 
as long as the businessman patentee is confining his operation exclu- 
sively to his own business without attempting to exert any control 
over any other business structure, and insofar as he does not attempt 
to control the sale of unpatented articles of his own or another’s 
manufacture, he should be able to employ the ordinary economic tools 
to exploit his invention. The exclusive distributorship contract is 
such a tool and is well recognized and accepted in the modern com- 
mercial world. 

It is submitted that the decision in the principal case should have 
been based on concepts of general law, and that it was not proper 
to apply the misuse doctrine to a distributorship contract which re- 
quired the distributor to market only the patented article. The doc- 
trine of misuse was not designed to suppress the natural economic 
advantages resulting from created popular demand. Admittedly a 
patent is a monopoly and a monopoly embraces the suppression of 
competition, but misuse, as a child of the patent law, was designed 
solely to prevent a patentee from removing something from the pub- 
lic domain and drawing it into his patent monopoly. Therein lies 
the distinction that has not hitherto been accepted by jurisdictions 
such as the Third and Ninth Circuits. A contract by means of which 
a patent holder attempts to exploit his patent through a provision 
requiring distributors to market something that does not compete 
with the patented article, does not withdraw or even tend to with- 
draw any other item from the public domain. Thus the contract 
does not fall within the condemnation of the misuse doctrine as it 
has been applied by the Supreme Court. Likewise, contracts requir- 
ing a licensee to manufacture or use something that does not compete 
with the patented article are outside the scope of the misuse doctrine. 
The process of coupling misuse and suppression of competition to- 
gether also adds another unreasonable burden to the already belea- 
guered patentee, a burden which places him at a distinct disadvan- 
tage with respect to his unfettered competitors without serving any 
apparent legislative intent or any public interest. 

Charles S. Phelan. 
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TAXATION IN THE UNITED States. By Randolph E. Paul. Bos- 
ton: Little, Brown and Company, 1954. Pp. xii, 830. $15.00. 


A very competent Washington tax lawyer, occupied full time with 
client caretaking, has commented that he could not afford the time 
to read Taxation in the United States. In point of fact, he can ill 
afford not to read it. The pervasive nature of the field of federal 
taxation is so complex in background and interpretation that the 
reading and understanding of a book of this caliber is a sina qua non 
to effecting the emergency of some order from all of the chaos. 

Understanding the politics of fiscal policy is almost as important 
as understanding the secrets of tax planning which are repeatedly 
expounded in a never-ending rush of tax institutes, law review ar- 
ticles, business reports and numerous other media. Too few tax 
lawyers and other tax practitioners fully integrate their daily prob- 
lems with a thorough knowledge of the history of the development 
of their field. If this integration and a resultant perspective is not 
achieved, it follows that in many instances a client will not be fully 
and adequately represented. 

The author concludes that federal taxation “mirrors” our history 
—from “colonial days to the atomic age,” and he is certainly in a 
position to know. His wide and detailed familiarity with tax law, 
folklore and personalities is equalled by few. As a tax lawyer, tax 
philosopher and tax economist, Mr. Paul has practiced successfully, 
written extensively and been an excellent public servant both in and 
out of public office.’ 

The book is a political and social history of federal taxation; 
hence, it might well be entitled, to paraphrase the Beards’ work of 
the 1930’s,? Federal Taxation in Midpassage. It is an exciting, in- 
formative history, reflective of the interplay of the many social and 
economic forces which have been in existence in America since the 
faculty tax in 1643. The delineation of this history is made with a 
clarity and subtlety of style which is both instructive and stimulating. 

The approach of this book is in terms of the “arguments and dis- 
agreements and pressures” which have formed the backdrop for the 
resulting tax legislation. Much of the argument has been loose talk; 
much of the disagreement has been feigned; i.e., for political con- 
sumption, and the pressure has ofttimes been crudely exerted.? An 
illustration taken from the book of the loose talk is a statement in 
1916 by Nicholas Longworth concurring in a statement by the New 
York Times in calling the surtaxes and exemption “class legislation.” 
Likewise, in 1921, Andrew Mellon expressed the fear that we should 


1 The government positions held by Randolph Paul include: General Counsel 
of the Treasury Department; Tax Advisor to the Secretary of the Treasury; 
Acting Secretary of the Treasury. ; 

His published works include: Law or FepEraL INcoME Taxation (with 
Jacop MERTENS), 1934; Srupres in FeperRaL TAXATION (1934); FEDERAL 
Estate AND Girt TAXATION (1942, 1946); TAXATION FoR Prosperity (1947). 

2 BEARD AND BEARD, AMERICA IN MippassaGE (1939). 

8 There are several recent examples of special legislation, in which after its 
passage the taxpayer belatedly realized that his situation had not been covered. 
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have class legislation if taxes were made a means of rewarding one 
class and punishing another. We still hear responsible individuals 
refer to progressive taxation as conceptually “totally Marxian.” 

The primary difficulty with this work is a matter of emphasis. 
The history of federal taxation is not a story of Robin Hood v. The 
Sheriff of Nottingham. However, Mr. Paul at times would ap- 
parently have us so believe. Whether it was Augustus Frank v. 
Thad Stevens, Cordell Hull and John Garner v. Andrew Mellon and 
Warren Harding, or Randolph Paul and Morgenthau v. 274% De- 
pletion and Tax Free Interest on Municipals—there are apparently 
no gray shades to Mr. Paul; it is in each case a clear matter of black 
and white, right and wrong. This is the impression at times given the 
reader, though it may well emanate from the impassioned and persua- 
sive manner in which Mr. Paul states his case. Of course this is not 
to take issue with the theory of progressive taxation which is the 
foundation stone of our present taxing system. 

The several innuendoes in this volume, illustrative of the viewpoint 
that tax lawyers are primarily engaged in the business of seeking 
handouts for their clients are somewhat misleading. In one sense 
every tax lawyer is seeking a handout for a client whether it is a 
government subsidized trip to Palm Beach, properly deductible as 
a medical expense, or a government subsidized trip to Europe, prop- 
erly deductible as a business trip, or even a government subsidized 
business through the “pump priming” of “quick” amortization. Of 
course, these so-called “handouts” may be available only if they come 
within the purview of the taxing statute. In another sense, many 
groups of tax lawyers and other groups, as noted elsewhere,* have 
substantially contributed to the cause of a federal tax policy that 
promotes the national interest. Particularly within this area are 
the American Bar Association,® the American Law Institute,® and 
the American Institute of Accountants.” Moreover, it may be that 
Mr. Paul has been overly impressed with his client’s position. This 
possibility is evident from his strenuous criticism of the use of federal 
taxation as an instrument of moral reform, since it was such a case, 
involving the asserted application of such a principle, that Mr. Paul 
recently protested successfully to the United States Supreme Court.*® 

There are several conclusions which may be reached after a thor- 
ough reading of this history of federal taxation: First, the adminis- 
tration of the tax laws is not a simple, pedestrian or unsophiticated 
task. Properly administering the Internal Revenue Service—and 
at the same time gathering the greatest portion of the correct amount 


4 See review of this same book by Miller, 40 A.B.A.J. 695 (1954). 

5In this connection Chairman Reed of the House Ways and Means Com- 
mittee commented: 

“The tax section of the American Bar Association deserves the highest praise 
for its constructive work in this field. These distinguished lawyers have devoted 
themselves unselfishly to this task, not in the interest of their clients but in 
the general public interest of making our tax laws equitable i a their application 
and better in their administration.” 97 Cong. Rec. A 4407 (1951). 

6 Miller, “The Law Institute's Income Tax Project: An Answer to a 
Challenge,” 37 A.B.A.J. 191 Cae 

798 J. Accountancy 289 (1954 

8 Lilly v. Commissioner, 343 U ‘Ss. 90 (1952). 
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of taxes owed—is considerably more than the “biggest auditing job 
in the world.” It is as complex as life itself, because of the afore- 
mentioned pervasive nature of the entire field of federal taxation; 
and hence, it cannot be operated by any one set of rules rigidly 
applied. Many other governmental agencies and departments, after 
the initial years of spadework and growth, reach a maturity, in which 
administration becomes principally a matter of following a form 
book of general orders. On the other hand, the Internal Revenue 
Service, taking as it does an annual sixty billion dollar “bite” out 
of the pockets of American taxpayers and subject each year to hun- 
dreds of new judicial decisions, administrative rulings and legis- 
lative revisions, cannot so operate; to perform its job, the “general 
orders” must be constantly changed and the Service must continue 
to be a dynamic organization. The blueprint for a successful opera- 
tion today may be outmoded tomorrow. 

A second conclusion is that since federal taxation is primarily 
statutory in framework, and since these statutes are constantly being 
revised, it is apparent that many clients will continue to be best repre- 
sented not in the chambers of justice but in the halls of Congress. 
It is also apparent that some geographical uniformity is necessary 
to a self assessment system of taxation. This can only be effected 
by the existence of a national revenue office with explicit sovereign 
powers. Coupled together, these two facts of course dictate the 
result that Washington, by the nature of things, will continue to be 
the motherlode of the field of federal taxation. 

The third conclusion is that the outstanding factor in this entire 
area, as discussed by Mr. Paul, is that we have a revenue system 
which works. This is so despite the hodge-podge legislative origin, 
the loose talk, the compromises and the sometimes hurried drafting. 
One reviewer® attributes this to the excellent work at the legislative 
level of the several Congressional committees, especially the Joint 
Committee on Internal Revenue Taxation. On the administrative 
level there are still other factors including the aforementioned geo- 
graphical uniformity in enforcement. Also there are apparently other 
considerations. For instance, why does our system of self-assess- 
ment work so effectively and the French and Italian systems fail so 
abysmally? Geopolitics, national wealth, and the standards of ethics 
and morality are obviously also elements that must be taken into 
account. 

The legislative purposes of the changes effected by the Internal 
Revenue Code of 1954 were to “ . remove inequities, to end 
harassment of the taxpayer,-and to reduce tax barriers to future 
expansion of production and employment.” *® These objectives, of 
course, will not be fully accomplished by any taxing scheme. In 
working toward these admirable goals, we should keep in mind, as 
Mr. Paul does, that one of the chief goals of our tax and fiscal policy 
is to continue to maintain a sound national economy as an effective 
barrier against Communism. GeorceE D. WEBSTER.* 


® Miller, 40 A.B.A.J. 695 (1954). 

10 Sen. Rep. No. 1622, 83d Cong. 2d Sess. 1 (1954). 

* Member of the District of Columbia Bar and the firm of Davies, Richberg, 
Tydings, Beebe, & Landa. 





BOOK REVIEWS 121 


Miuitary Law. By Daniel Walker. New York: Prentice-Hall, 
Inc., 1954. Pp. xiv, 739. $13. 

Prior to World War II, military law was of so little interest to 
most civilian lawyers that but two case books upon the subject appear 
to have been published.1. These were Cases on Military Law, pub- 
lished by the Army Staff College in 1910, and a collection which was 
published in 1919 under the title A Source-Book of Military Law 
and War-Time Legislation by a committee headed by the late John 
Henry Wigmore, who then was a colonel in the Judge Advocate 
General’s Department of the Army. World War II brought a col- 
lection by Professor A. Arthur Schiller, Military Law and Defense 
Legislation,? and an official manual, Cases on Military Government, 
a by the War Department in 1943 as Technical Manual 

Since the cessation of World War II hostilities, there have been 
no less than three case books on military law. The first was Military 
Jurisprudence, Cases and Materials,* prepared by the editorial staff 
of the Lawyer’s Co-operative Publishing Company and published in 
1951. A year later, the second edition of Professor Schiller’s case 
book, entitled Military Law, was published, and then appeared the 
newest of the three, Walker’s Military Law. 

Daniel Walker, who prepared the latest of the trio of case books, 
graduated from the Naval Academy near the close of the World War 
IT hostilities, served for a time in the Regular Navy, and resigned to 
attend law school at Northwestern University, where he was on 
the law review staff and was honored by election to the Order of 
the Coif. As an officer in the Naval Reserve, he was called to active 
duty after the outbreak of the Korean hostilities, and later was 
released from duty to become a commissioner of the United States 
Court of Military Appeals. Last year he resigned his position with 
the Court and entered private law practice with a Chicago firm. 

The case book compiled by Mr. Walker apparently was designed 
for law school use, and suggested questions, appropriate for student 
use, are included at the close of many of the chapters. The number 
of cases in the book, however, does not approach the total found in 
Military Jurisprudence, Cases and Materials, which was designed 
for use by the service lawyer in the field, where a more complete 
library might not be available. 

Mr. Walker’s case book is the first to include, to any substantial 
extent, cases of the United States Court of Military Appeals, which 
is “the highest court in the military system.” * Five of the nineteen 
chapters are devoted almost entirely to decisions of this new military 
tribunal, and opinions of the Court of Military Appeals also are 
found at appropriate places in other chapters. 

The book may be divided into three parts. The first three chapters 


1 Another case book, Kreger, Cases on Martial Law (Army Staff College, 
1910), was on one particular phase of military jurisprudence. 

2 Reviewed by Colonel Wiener, 51 Yate L. J. 1047 (1942). 

8 Reviewed by Hubert E. Wickens, 37 A.B.A.J. 912 (1951). 

a v. Wilson, 346 U.S. 137, 141 n. 7, rehearing denied, 346 U.S. 844 
(1953). 
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are concerned with military authority generally, including an his- 
torical survey of courts-martial; there are seven chapters on court- 
martial matters, including offenses, procedure, evidence, and review ; 
and finally, there are nine chapters on such somewhat unrelated sub- 
jects as courts of inquiry and official investigations, the law of war, 
and the liability of servicemen in civilian criminal courts. 

One unfamiliar with the task of the military lawyer might expect 
that a case book on military law generally would be confined to 
military offenses and court-martial procedure, but none of the three 
case books published since World War II are so restrictive. The 
teaching of military law is far broader, as was pointed out by Colonel 
Frederick Bernays Wiener in an excellent article’ which was based 
upon his experience in teaching a course entitled “Military Law and 
Jurisdiction” at The George Washington University. The present 
reviewer, who several years ago successfully completed Colonel 
Wiener’s course and still considers it the best of its kind, is of the 
opinion that an evaluation of Mr. Walker’s book appropriately may 
be made by comparing it with an outline of Colonel Wiener’s course. 

Colonel Wiener devoted the first six hours of his course to sources 
of military law and components of the Armed Services; Mr. Walker 
devotes the first two chapters of his case book to these subjects. 
Colonel Wiener devoted two hours to military personnel; the subject 
will be found in Chapters 15 and 16 of Mr. Walker’s book. Colonel 
Wiener devoted three hours to jurisdiction; Chapters 7 of Mr. 
Walker’s book is upon this subject. Colonel Wiener devoted five hours 
to court-martial procedure, and this subject is the bulkiest portion of 
Mr. Walker’s book, comprising six chapters, with another devoted 
to military offenses. Finally, Colonel Wiener devoted two hours to 
military government, four hours to martial law, two hours to the 
laws of war, and two hours to the rights and liabilities of service 
personnel, whereas Mr. Walker placed military government and mar- 
tial law as separate sections of one chapter (perhaps an unfortunate 
grouping, since these subjects are so different), one chapter to the 
law of war, and three chapters to the rights and liabilities of service 
personnel. Upon the basis of the foregoing criteria, it would appear 
that Mr. Walker has covered the subject adequately. 

There are several subjects included in Military Jurisprudence, 
Cases and Materials, which are beyond the scope of Mr. Walker’s 
book, but such subjects principally are of interest to the lawyer in 
the Armed Services, or the lawyer who has a problem involving one 
of the many facets of military jurisprudence which are outside the 
general topics which might be appropriate for an introduction to 
military law. 

As the basis of an introductory course in military law, Mr. Walker’s 
book is very satisfactory, and his editorial explanations are for the 
most part devoid of confusing technical language which might give 


difficulty to the novice. James K. Gaynor.* 


5 Wiener, The Teaching of Military Law in a University Law School, 5 J. 
oF Lecat Epuc. 475 (1953). 

* Lieutenant Colonel, Judge Advocate General’s Corps, U.S. Army; formerly 
executive secretary, Institute of Military Law. 
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